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F()R!:W0RD 



very liLLle is known ,,bouL what determines the use of the Tarv^eted Jobs 
Tax Crcuit (TJTC) and it:, impact on the economy. To addrest, these'and oUier 
isbuos, the National Center for Research in Vocational Lducation commissioned 
the (,<illup Organization to conduct telephone mtt.rviews with over 3,500 em- 
ployers. This report is one of i series of reports analyzing how employers 
select and train employees and how government efforts to influence thesd 
decisions are wOLking. 

Under sponsorship oi" the U.S. Department of Health ana ".luman Services 
a-HS), the Research Division of the National Center for Research in Vocational 
hdueaLiOn has undertaken two important studies of firm employment decision 
making. This report examines employer participation in the Targeted Jobs Tax 
Credit (TITC) progr,n,i and its effects on employer's selection of new hires and 
total employment. The companion study concludes an investigation of the way 
firms set their recruitment, selection, retention, and promotion policies, and 
how that behavior varies across low-wage and non-low-wage labor markets. 

We wish to exprej^s gratitude to the Office of the Assistant Secretary for 
Planning and Evaluation/liHS for sponsoring this study, and to Marcia Weaver, 
Daniel Weinberg, and Carol Nezzo who served as project officers, for their 
guidance and support. We wish also to thank the National Institute of Edu- 
cation for funding the data collection effort that provided the database for 
this study. We wish tr acknowledge the suppcrt of the U.S. Department of 
Labor, the W. E. Upjohn Institute for Employment, and the Swedish Institute 
for Social Research in earlier stages of this research. 

This research would not have been possible without the cooperation and 
assistance of the 3, 300 employers who so graciously responded to our telephone 
interviews. We greatly appreciate the rime and the insights that these very 
busy men and women contributed to the study. 

ihe project It, also indebted to the many employers who assisted in t'>e 
design of the interview instrument. la this regard, special thanks are due to 
iiiu Medoft, Harvard University; Frank Stafford, Chairperson of the Department 
of F.coMouics, University of Michigan; Cliflord Ro.^, Supervisor of Salaried 
Union Relations and Lqual hmpl -yinent Opportunity (EEO) Administrator (re- 
tired). Buff,ilo Division, Westinghouse Electric Corporation; and William J. 
Dennis, Research Director, National Federation of Independent liusiness. 
Wilson S. Johnson, President of the National Federation of Independent Busi- 
ness, was very supportive of the study and graciously provided a letter of 
introduction that was sent to all of the employers selected for an interview. 

The f.-ational Center recognizes and extends its thanks to Kevin Hollenbeck 
and Joha bishop for directing the studies under this program of research and 
for writing the linai report.,. The assistance of Professor Mark Montgomery on 
the TJTC study is also appreciated. 
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Than/.s are extended to the staff at the Gallup Organization who super- 
vised the telephone survey: Mitchell Cohen, Nancy Nygreen, Peggy Ashton, and 
Corinne Kyle. Many helpful suggestions were also made by reviewers of an ear- 
lier draft of this report: Robert L. Crosslin, Sandra Christensen, Richard 
Wilkle, Suk Kang, and Kevin llollenbeck. Kevin Landin and Mark Mende' per- 
formed the programming and database preparation; the manuscript was edited by 
Constance Faddis of the National Center's editorial staff; and it wab typed by 
Cathv Jones, Colleen Kinzelraan, Debbie Fladen, and Vera Mueller. 



Robert E. Taylor 
Extcurive Director 
The National Center for Research 
in Vocational Education 
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E/LhCUriVL SUMMARY 



Hlch uueinployhiiMit rates persist among minorities and youth in the face ot 
tight labor markets for skilled workers and acceMralmg wage/price inflation. 
This has led economists and policymakers to search for new ways to stimulate 
employraent and training opportunities for inoxper ianced and disadvantaged 
workers. Programs have been established to induce the private sector to 
create additional jobs and to provide training for unskilled and inexperienced 
workers . 

The largest of these programs, the Targeted Jobs Tax Credits (TJTC) 
program authorized by the Revenue Act of 19/8. It offered employers outside 
the personal service sector a tax credit for certain categories of workers. 
In 1980 these included the following: 

• uconomically disadvantaged youth ages (18-24) 

• Youth ages (16-18) participating in a cooperative educdtion program 

• Economically disadvantaged Vietnam-era veterans (under age 35) 

• Lconoinically disadvantaged ex-offenders 

• Handicapped persons receiving or having completed vocational 
rehabilitation 

• General assistance recipients 

• Supplemental Security Income recipients 

The Act permitted employers who hired members of one of the target groups to 
claim a tax credit of 30 percent of the first $6,000 of wages paid to each 
eligible employee during the first year of employment and a tax credit of 25 
percent of such wages for the second year of employment. 

A critirism of the original program was that it gave employers a .subsidy 
for workers they would have hired in any case. This criticism stemmed from 
the fact that (1) half of the TJTC eligibility certifications were for 
coopeiative education program participants, whom employers probably 'ould have 
hired in the absence of the program; and (2) about 60 percent of the remaining 
certiiications were obtainea retroactively i.e., after the hire occurred. To 
counter this criticism, the Kconoraic ,iec:very Tax Act (ERTA) of 1981 eiimi- 
aated both the general eligibility ior cooperative education program 
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participants (economically d i sad vaiit a^;ed students remained eligible) and 
retroactive certification. The 19Hl \ci also added two new target groaps: Aid 
to Families with Dependent Children (AFDC) recipients/Work Incenr.iv/e (WIN) 
partic ^)ants, and involuntarily terminated Comprehensive Employment Training 
Act (CETA). It also abolished the WIN tax credit as a separate program. The 
Tax Equity and Fiscal Responsibility Acc of October 1982 established a new 
target group — economically disadvantaged persons ages 16 and 17 working during 
tlie summer — and offered a tax credit of 85 percent of the first i?3,0(X) (or 
less) of wages paid for hiring these workers. 

The TJTC program "Started slowly, but by fiscal year 1981 it had grown to 
a point where 400,000 workers were being certified (hired and claimed by an 
employer) per year. Eligibility was tightened in 1981 and that combined with 
the recession, caused the number of certif icationj tc subsequently fall to 
202,261 in fiscal year 1982. With tl;e end of the recession, the total number 
of certifications rebounded to 563,331 in fiscal year 1984. 

Participation in TJTC 

Because it is an entitlement and requires little paperwork TJTC has had 
greater success at obtaining employer participation than previous targeted 
employment subsidies, such as the OTN tax credit, the National Alliance of 
Business JOBS program, and CETA on-the-job training. Nevertheless, the 
C ongressional Budget Office estimates that TJTC is currently helping less 
than 10 percent of the pool of young people eligible for the program * The 
companies that participate in TJTC account for only 3 to 4 percent of the 
nation's employers and only 16 percent of the nation's jobs. Why are par^ 
ticipation rates so low? The probable cause is ignorance. Most eligible 
youth .ire not aware of the program's existence or their own eligibility. Most 
employers cannot tell which of their job applicants are eligible. Most do not 
know the criteria which defines a worker's eligibility. 

Yet 77 percent of all employers (accounting for 90 percent of all em- 
ployment) have heard of TJTC. Why have ^ihey not learned enough to use the 
program? Only 6.7 percent of the nation's employers have initiated a con- 
versation with govenunent agencies or other information sources about TJTC. 
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An.ly.es of econwr.e, , u- .,u; .ualuaUv. evuience ytoid tn. fullow.n^ rea^oas 
Why so raany employer, havo nut sp.ni the , imo to learn enouj, about tl.e VJTC 
p. 0[; raui : 

• >Uny employers bc-Ueve that Lhe Lypes „f ind j vldaal', tor who-n 
subsidies are available are not the types of people rbey cur- 
rently hire, and triat tliese people would not perform adequately 
It they were hi red . 

• Many employers believe that the necessary paperwork will be very 
burdensome. 

. >Uay employers believe that learning how to use the program and 
finding qualified TJTC eliylbles will be costly to the firm. 

The fir^st perception Is no doubt correct for some employers: those who 
do not expect to do any hirln,,, have obligations to recall laid-off workers, 
oi do not expect to hire any unskilled or inexperienced workers in the near' 
future. Many employers, however, hire TJTC eligibles without realizing it. 
Clearly, their pe.-ception about these workers is wrong. Why? 

In uany cases, employers art uniai.iiliar with the eligibility rules. 
Those who know the rules cannot apply t ne,n because job applications do not ask 
whether the applicant is on welfare or from a low-income family. Many employ- 
ers have prejudices against T.ITC's target groups so the members of these 
target groups do not volunteer the information, and some lie if asked. Not 
knowing which of their current employees aie members of the stigmatized target 
groups employers have no empirical basis upon which to reevaluate their 
PL-e,iudlce, and so It is perpetuated. Believir^ that TJTC eligible^ make poor 
workers, these employers see no reason to learn more about the program. Our 
.-esearch found, m Tact, that the TJTC eUgiblcs hired were just as productive 
-IS other workers liired for equivalent job. 

In some cases, employers know they are hiring IJTC eli^ibles and ch.ose 
not to ,pply tor the tax eredu because they believe the paperwork will be 
very costly. Here again the perception is sometimes correct. There has been 
a number of administrative problems that have made eo,ployers participation in 
TJTC ditficult and costly. m 1979, for instance, when the federal contri- 

but Ion to administrative costs r.n o.it- ; , ^i,^ ^ ^ r 

jLivt costs ran out la the state of Wisconsin, certifi- 
cations dropped to almost U for the final 3 months ot the ye;.r. 
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Tire was structured, Itowev.'r . inininu/x* the paperwork burder^ Lo tho 
employer. It dotfs rak^ some eitort to learn how to use the projraia, but once 
the company has learned how, the cobtt, of certifying eli^ibles are very small 
if the employment service does its job well. The highly targeted i^atu-e of 
the prov,ram means tiiat the eligibility dcteraiination process involves a good 
deal of paperwork, but the burden ot this paperwork fall on the worker and 
the employment service rather tiian on the employer. Why, then, do some 
employers perceive paperwrrk to be such a burden? Employers' assumptions 
about burdensome paperwork probably come from previous experience with other 
government programs and from the generally bad reputation of government in the 
business community. 

The third barrier to participation is the perception that it is costly to 
learn how to use the program and to Identify and recruit TJTC eligibles. Evi- 
dence for the importance of these costs is the large impact that proxies for 
t xed costs of learning how to use TJTC had on participation. This barrier can 
he reduced, however, by pro^->ram administrative actions. The study found tha*- 
personal contacts by job developers who proiaise to screen aad refer TJTC 
eligibles qualified for the firm's jobs can significantly lower these costs 
and make TJTC participation attractive to the employer. Such contc^ 'ts inform 
employers of the program's existence and nature, and, more importantly, they 
pctease the probability of participation ia the prograia and the probability 
of a c'.iange in hiring policies favoring the disadvantaged. 

The agencies that administer TJTC at the local level have a very critical 
role to play. These agencies must erase the myths th^.t paperwork is burden- 
sorat anJ TJTC eligibles do not make go-^ workers and lower the real costs of 
participation. How well they marKet the program makes a big difference in 
partir 1 pation rates. There are dramatic differences between states in the 
proportion of their disadvantaged youth who are served by the program. Ver- 
mont, for instance, vouchers 35 percent of its eligible youth and certifies 
9.2 percent, whereas while .Vew Hampshire vouchers only 10 percent and cer- 
tifies 3.8 oercent. The willini>ness of firms tc^ participate in these programs 
doec; not vary appreciably from state to state; what does vary are the policies 
and effectiveness of the local administrators of the TJTC piogram. 
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The I mpcicL u i_ T J TC 

The purpose of a targeted employment subsidy is to lower the NAlRlj, the 
rate oi unemployment that is consistent with a non accelerating rate oi 
inflation. If succer»stul, the firogram accomplishes this by twisting labor 
mark«»r demand in favor of disadvantaged segiaents oi the population that are 
unable to i ind employrAent even when labor m^irkets arc tight. The change in 
the labor market will redi:ce demand for types of workers who are in shortage 
and/or in relatlvel> fixed supply and increase demand for unskilled and 
inexpjrienced workers who are in elastic supply. One justification for 
engineering such a change is that shifts in relative demand towards factors of 
production that are in more elastic supply will produce an increase in gross 
national product (bishop 1979). Other justifications for such an interven- 

ion can be a need to correct distortions created by any or all of the foll(>w- 
ing labor market imperfections listed below. 

• The minimum wage. ILany studies have shown that the minimum wage 
depresses tne employment of black youth (brown et al. 1983). 
Hashimoto (198i) and Bishop (1982) present edivence that it also 
reduces investments in on-the-job training. 

• high raarginji tax rates on the earnin^^s uf welfare recipients. 
Numerous studies have found that welfare programs reduce the em- 
ployment of welfare recipi nts. (Danziger, Haveman, and Plotnik 
1981) 

• Prejudices. Many mployers believe that welfare recipients, 
teenagers from lew-income backgrounds, and black teenai?ers as a 
class are probably less productive and less likely to stay witn 
the firm. Since employers seldom know whether their employees 
uere on welfare or come from a low-incorae family, this opinion is 
often based on prejudice rather than hard data. Nevertheless, the 
opinion has the effect of reducing the job opportunities for these 
i nd iv i duals . 

• Underinvestment m on-the-job training (OJT) by employers and 
their employees because of the following: 

--lack of access to credit markets to finance the costs of OJT; 

—higher tax rates on the benefits of OJT than on the costs of 
OJT; and 

lack of recognition by :>ther potential employers of the OJT that 
an employee receives. 

The problem of underinvestment in OJT is especially severe for 
d isadvantaged youth. 
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• Governmental decisions ot union contract provisions that set very 
hish starting wage rates tor unskilled positions and for positions 
where the incumbent receives a great deal of general training. 
When starting wage rates are espec .lly high, a long queue of 
people apply for every job opening. Selecting the best-qualified 
person results in an overqualif ied new hire and fewer opportuni- 
ties for the disadvantaged workers who typically end up at the end 
or the queue, 

Uhen such labor market imperfections are present, a program that twists 
the labor uarket in favor of hiring and training unskilled workers can .nake 
both unskilled and skilled workers better off (Johnson 1982; Lennan 1982). 
Another justification of efforts to twxst the structure of labor market demand 
is provided in the work of Baily and Tobin (1978). They propose a model in 
which aggregate rates of wage inflation are more responsible to labor market 
conditions in the skilled labor market than in the unskilled labor market. 
Nichols (1982) examined the effect of occupation-specific une^i^ployment rates 
on the wage rates of skilled and unskilled labor. The findings supported the 
Baily-Tcbin hypothesis and implied that the aggregate NAIRU could be shifted 
by a realloc-^tion of unemployment from unskilled labor markets into skilled 
labor markets. 

If TJTC is to lower the NAIKU, and Increase employment and GNP, it must 
-fiill^an£^j4^is hired. It could do so by inducing participating firms 
that normally hire nany disadvantaged workers to expand. Such responses are 
not essential, however, for TJTC to accomplish its objective. What is 
essentjal_j^_^hatj^ firms to hire tare,eted workers for 

i^^bs_tha^j;^ouli ^ be been filled J)j^_be lter-qual if ied workers . 

Is TJTC achieving these central objectives? The program can be 
considered cost-effective only if a reasonable proportion of TJTC certifica- 
tions represent an increase in the hiring of targeted workers, and if this 
I.Jring does not result in other similarly disadvantaged workers being unable 
to find a job. 

A definitive quantitative estimate of cost-effectiveness cannot be 
obtained through the analyses of employer data. Few if any employers know 
which or how many of their e.nployees are former welf.- : recipients or live in 
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families that meet the government's criteria for being disadvantaged. This 
makes It infeasible to obtain the cross-sectic ial or longitudinal data neces- 
sary for econometric studies of TJTC*s impact on the proportion of a company's 
work force that Is in a target group. Other tvpcs of evidence are available, 
however, and are an^lyiied eisewnere in this document 

Most of the evidence reviewed suggests that TJTC does shif^ hiring demand 
in favor of the disadvantaged, as follows. 

The w orkers obtaining TJTC certified jobs seem to be dis;^dvantage d . Thi s 
is snown in the following findings: 

• 83 percent are under the age of 25 

• 31 percent are black 

« 9 percent are Hispanic 

• 73 percent of the jobs obtained pay less than $4.00/hour 

• 41 percent of the jobs are in service occupations 

Most employprs do not seem to have lowered hi ring standards by any sig- 
nificant amount when they hired TJTC elig ibles. Evidence for this is that, 
compared to other new hire<; for the same (or similar) jobs, TJTC eligibles 
have the following characteristics: 

• Generally poorer credentials: 

half as much relevant work experience; 
— one less year of schooling; and 

are less likely to have received relevant vocational training. 

• About tbo same level of productivity on the job as other workers 
in the sane job- 

• Similar curnov/er to other workers in the same job. 

T!lg-_SI.^AL__^^_^j ^^^^y certifications are a t companies that report that 
""^^^^ ^ n effort to select new empl oyees who are tax credit eligible . " 
F 'Idence for this is as follows: 

• Kven though only 25 percent of all participating employers report 
chat they try to select TJTC eligibles, the employers who report 
making such efforts account for 80 percent of all TJTC cer- 
tifications (data weighted by probability of selection into the 
sample) . 



ERIC 



BEST copy AVAILABLE 



16 . V 

xvi i 



ERIC 



• When probabilities of selection into the sample are not used to 
weight the sample data, 50 perc.ent of TJTC certifications reported 
by our sample of employers were at companies that report trying to 
select TJTC eligibles, 

• Employers report that, prior to the abolition of retroactive 
certifications in September 1981, 64 percent of their TJTC- 
subsidized hires were known or suspect-d to be eligible when 
hired. 

• Most employers report that when they were aware that a job can- 
didate was eligible for TJTC they did not allow it to influence 
them when deciding which person to selec from the pool of 
applicants. Eighteen percent said hiring selections were 
influenced "a great amount" and 15 percent reported that TJTC 
influenced their decision a moderate amount. 

• TJTC seems to inriuence recruitment practices even more than it 
influences hiring selections from the pool of applicants. 

• Even though only 27 percent of all participating firms had 
initiated a request for th- referral of TJTC eligibles, these 
firms accounted for 80 percent of all TJTC certifications. 

e Firms accounting for 90 percent of all TJTC certifications were 
using the employment service as a means of recruiting TJTC 
eligibles 

Aggressive users of TJTC are apparently responsible for an increasing 
share of all TJTC certifications . An aggressive user of TJTC Is a company 
that tries to increase the share of its new hires that are TJTC eligible. To 
increase significantly the share of hires that are TJTC eligible, a firm must 
find a way of recruiting TJTC eligibles. A simple way to increase the number 
of TJTC eligibles is to ask for referrals of eligibles from agencies that help 
disadvantaged workers find employment. Such referrals are becoming an in- 
creasing share of all TJTC certificarions. The abolition of retroactive cer- 
tifJcatxon has apparently increased the share of knowing TJTC hires who are 
referrals from 39 to 49 percent. 

The econometric estimates cZ the impact of TJTC on employment at 
particip ating firms presented in this report suggest that it majr be having a 
modest effect . The study of data on employment growth in 1981 found that 
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tho estimated effect of TJ rC usage doponded upon the -sperif icatlcn. When the 
TJTC usage varial'-^ the ratio of T JTC certifications to employment and 
effects are allowed to shift when this variable reaches 0.5, TJTC utilization 
is found to have a significant Impact on growth (10 certifications increase 
employment by about 2) up to the point where the uriUzation ratio reaches 0.3 
and it has no effect beyond that. When the TJTC usage variable is the ratio 
of TJTC certifications to new hires, estimated impacts of TJTC are essentially 
zero. Econometric analysis also supports the hypothesis that TJTC raised the 
proportion of the 1 irms work force that is under tue age of 25. 

There are, however, two important studies (Burtless and Cheston 1981; 
Moran et al. 1982) that suggest that TJTw is not having the desired effect of 
helping the disadvantaged obtain jobs, as discussed next. 

Welfare recipients w ho were trained to inform employers of their eligi- 
biKt^^^or^ JTC in 1980 were less likely to get a i nh. This was the surpris- 
ing finding from two small-scale experiments, one in Dayton, Ohio and the 
other in Racine, Wisconsia.' Chapter 4 presents a more recent study that ob- 
tained different results, however. It examined the hiring priority ratings 
that nearly 850 employers gave to simulated job applications and found that 
TJTC eligibility had a positive effect on these ratings. Apparently either 
attitudes have changed in the 3 years between the experiments or disadvantaged 
youth are considerably less stigmatized than welfare recipients. 

The bulk of the evidence reviewed implies that TJTC is inducing some 
flrxc to change hiring and recruitment practices in ways that favor the dis- 
advantaged. Some firms know prior to making hiring selections wnich appli- 
cants are TJTC eJigibles and take this into account when making selections. 
The TJTC participants who responded in this way had two characteristics: 

• They could correct hiring mistakes by faring or laying off a new 
hire who does not do an adequate job. 

• They are firms that do not expect new employees to be experienced 
and highly trained. They follow a stracegy of hiring inexperi- 
enced workers and providing the necessary extra training. 

A more employer - ranon response to TJTC was to ask for the referral of 
TJTC ellglbles by tl,e employment service or some other agency. Most of the 
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time, iho. use of agency ref e r ral robults from agency contact rather than from 
a f irin-mitiated request for referrals. Offering to screen and refer TJTC 
eligiblcis is not only the best way ot inducing a firm to begin participating 
in TjTC, it is also he best way of persuading employers to include disad- 
antaged people in the pool of applicants who are considered Tor job open- 
ings. 

The final chapter of the report sumiiiarizes the findings and suggests a 
number of ways in which TJTC can be made more effective. Two alternatives to 
TJTC are also described and evaluated. 
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I.i Back^ round , ()bjc c rives, anc Operati ion of th e TJ TC Program 

Ovlt the last two decades, the federal goverrmient has repeatedly attempt-* 
to induce private eiiiployors to increase their hir'ng of welfare •"^^ipients 
and disadvanta^^ed workers in otlier categories. The governiaent's purpose has 
been to enlist the help of the private sector in "getting people off the wel- 
fare rolls and on to the tax rolls." The priuiary exauiples of this effort ure 
the Targeted Jobs Tax Credit (TJTC), the Work Incentive (WIN) tax credit for 
recipients of Aid to Families with Dependent Children (aJtJC), ana the Compre- 
hensive Employment Traiing Act (CKTA) on-the-job training contracts. These 
programs have not achieved a very high rate oi employer participation, how~ 
ever, and there is controversy about how effective they have been in inducing 
changes in employer behavior. As the federal agency responsible for welfare 
programs, Health and Human Services (HilS) needs to know (1) whether TJTC is 
indeed reducing the number ot people on welfare and (2) how the prograra can 
become more cost-effective and successful- 

P L o^^a m Objectives and Legislative History 

The federal government has offered to subsidize the hiring of disadvan- 
taged workers by private employers through the TJTC and WIN tax credit (now 
part of TJTC) programs. The original TJTC program, authorized by the Revenue 
Act (j1 19/8, subsidized the costs of niriug worKers from certain target popu- 
lation groups, which w(>re as follows: 

• Economically disadvantaged youth (ages 16-24) 

t Youth (''t>es 16-18) participating^ m a cooperative education program 

• i'xonomi cal ly disadvantaged Vietnam-era veterans (under age 33) 

• L^conomical ly dibadvauta^ed ex-ot fenders 

• liandicapped pfjrsons receiving or having completed vocatioir^l 
rehabilitation 

• Genera 1 assistanci^ recipients 

• Supplemental Security Income (Sbl) recipients 
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The Revenue ^\ct permitted employers wno hired individuals in the target groups 
to claim a tax credit oi 50 percent of the first $6,000 in wages paid to an 
employee in the first year on the job, and a 25 percent tnx credit on the 
first in ^6,000 wa^es paid in the second year. 

A criticism of the original program was tliat it gave einployers a subsidy 
for workers they would have hired in any case. This criticism stemmed from 
the fact that (1) half of the certifications were for cooperative education 
progran participants, whom employers probably would have hired in the absence 
of the TJTC program; and (2) a large share of the remaining cer t If icat io. s 
were obtained retroactively (that is, after the hire occurred). 

Countering this „riticism, the Economic Recovery Tax Act of 1981 (ERTA) 
eliminated both the general eligibility for r-operative education program par- 
ticipants (economically disadvantaged students remained eligible) and retro- 
active certification. Furthermore, this Act added two new target groups— AFDC 
recipients/WiN participants and involuntarily terminated CETA/Public Service 
Employment (PSE) employees—and abolished WIN as a separate program. The Act 
also extended the program to December 31, 1982. 

Tne Tax Equity and Fiscal Responsibility Act (TEFRA) of October 1982 
established a new target group for the program— economically disadvantaged 
summer youth — and extended the program until December 31, 1984. The Deficit 
Reduction Act of 19d4 further ex^^nded it through December 1985. An "eco- 
nomically disadvantaged summer youth employee" is any individual certified by 
d designated local agency as meeting the following crite'^ia: 

• Perforu^s services for the employer betwee . May 1 and September 15 

• Has attained age 16 but not lb on the hiring date 

• has not been an employee of the emp oyer at any time previously 

• Is a member of an economically disadvantaged family 

Undtr TEFKA, an employer hiring a TJTC-vouchered summer youth is eligible 
tor a tax credit of 85 percent of the first $3,000 (or less) of the em- 
ployee's qualified wages for any 9()-day period (or less) between May 1 and 
September 15. 
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liidor federal law, the U.S. DepartmMic of tlie Treasury is the lead agency 
tor the TJVC pro^rau.^ Within that a^. , the Inrernal Revenue service 
(IRS) is delegated the <iuthority lo aduii^nister the tax provisions of the 
program. The Eraployiaent and Training Administration (i.TA) of tae U. S. 
Departme[it of Labor (DOL) and the IRS have a Memorandum of A^^reeraent tnat 
describes the responsibilities of each agency m conducting the program. 

Within the U.S. Department ot Labor, ETA has respoasibility for the TJTC 
program and provides general program management, oversight, and basic 
operating guidelines. Tne P:Ta re^^ional offices have responsibility for 
ensuring that the State Employment Security Agercies (SESAs) within their 
jurisdictions follow prescribed regulations and guidelines. 

At the state level, governors are responsible for ensuring full partici- 
pation of SCFAs in ttic TJTC program. This participation includes providing 
assistance in negotiating state and local cooperative agreements. 

As the "designated iocdl agencies," SESAs are responsible tor the opera- 
tional management of the TJTL program at the state and local levels. To fos- 
ter cooperative relationships for administering the TJTC program with ot.ier 
stale and local agencies ( particularly JTPA administrative units), SESAs are 
required to do the following: 

• Ensure that cooperative agreements have been negotiated with 
irPA administrators f»nd other state/local agencies to assist in 
the TJTC program, pa*. t icularly the economically disadvantaged 
Slimmer youth element of that program, by performing eligibility 
determinations (i.e., TJTC vouchering) and augmenting TJTC 
marketing activities. 

• I'rovide TJTC intormation and technical assistance JTPA agen-- 
cies and other appropriatif state/local agencies. 

t» Develop state/local marketing campaigns tor TJTC. Such cair- 
paigns included emplo^T.ient nnd training organizar ions alrer-Jy 
working with the private sector. 

IlU C Vouchering and Cer ti t i cat ion Froce(<»ires 

Eor specific elii,ibiiity operations, two basic form.^ aie used m the pro- 
cessing; ot TJTC cases: i veucher and a ce rt i 1 icat ion . A voucher is issued by 
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Ihe SI'SA or other vouchorLng a^uMicy tu a qualified applicant. The applicant 
presents the voucher to the employer, who, after deciding to hire the appli- 
cant, completes the employer declaration section of the voucher and returns 
the fonn to the SESA listed on the voucher. If an employer plans to hire c-n 
employee who seems to bo eligible but does not have a voucher, the employ-M i.s 
permitted to request certification of eligibility (in writing) from the SESA. 
In all cases, the certification request must le postmarked on or before the 
day the individual begins to work. 

The employer certification form is completed by the SESa after receipt of 
Che employer declaration or certification request. The certification is then 
sent to the employer for purposes ot completing the IRS tax return (the certi- 
fication Is not filed with the return). 

Wi h regard to eligibility, the employment service offices and other 
vouchering agencies, determine an individual's eligibility by completing the 
Applicant Characteristic Form. For verification purposes, the vouchering 
agency may require the applicant to present proof of family income and other 
information at the time of vouchering. On the other hand, the employment 
service offices have the option of conducting income verifications "after the 
fact" on a sample of all vouchers issued. The rules defining Income eligibil- 
ity are quite complex and can not be reliably implemented by employers. 

A voucher issued to an individual who is a member of an economically dis- 
advantaged family is valid for only 4-, days after the date of issuance. Any 
voucher issued to an individu^: who ib not required to ueet the economically 
disadvantaged criteria does not have such a time limit. Prior to the Economic 
Recovery Tax Act of 1981, eligibility determinations for economically disad- 
vantaged persons were valid through the end of the month in which chey were 
issued, uespite the current extension of the voucher expiration period, there 
is some evidence that employment service offices have encountered difficulties 
with this provision of the legislation. In Macro's (1984) study of the TJTC 
summer youth program, for example, many employment service official.5 reported 
that the 45-day limit created staffing problem., because a significant amount 
of revouchering had to be conducted. 2 
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The TJTC program sLcirtod slowly >mi by tisral 1981, 4f)0,O00 workers wore 
being certified per year. Eligibility was tl;^hteued in 1981. That, combined 
with the economic recession, reduced the number of certifications to 202,261 
in 1 iscal year 1982. With the end ot the recession the total nii.ui;er of cer- 
tifications rebounded to 431,1^52 in fiscal 198j, and rose to 5b3,381 in fiscal 
year 1984. There were l,3J7,bJ7 vouchers issued m riscal year 1984. The 
TJTC program continues to crow, with certifications during the first quarter 
of 1983 running about 19 percent above Lhe comparable period in fiscal year 
1984. Fiscal year 1983 certifications are projected to total 700,000 to 
7 50,000. 

The primary population group subsidized by TJTC has been youch. A break- 
down of the number of TJTC certifications and vouchers by eligibility category 
is provided in tables 1,1 and 1.2. Prior to the 1981 ERTA araendiLants, coop- 
erative education students were the largest single group of TJTC eligibles 
served, with economically disadvantaged youth a close second. The EKTA re- 
quirement thai co-op students be disadvantaged has greatly reduced the use of 
IJTC as a subsidy ot co-op education placements. Economically disadvantaged 
youth (ages 18-24) and the new summer youth group account for 67 percent of 
all certifications. AFDC recipients are the next most important group, 
accounting for 12 percent of all certifications. 

IJTC has had greater success at obtaining employer participation than 
previous targeted employment subsidies, such as the WIN tax credit, the 
National Alliance of Business (NAB) JOBS program, and CETA on-the-job 
tramm^,. This is due to the following features of TJTC: 

• TJ rc IS an ent i t Leraen t • Reluctt-^nce on the part of local agen- 
cies to administer it cannot prevent a persistent employer from 
obtaining cer t i L ica t ion of employees who are eligible. In fact, 
lTA*s 1979 study of early implementation of TJTC found "the 
ratlier limited vouchering and certification activity that had 
taken place by then was largely in response to employer and 
applicant inquiries rather than active promotion by their 

st atf 

• Participation in TJTC requires less paperwork than CETA on-the- 
job training or the JOBS and early UIN programs did and requires 
iewer contacts between government agencies and the employer. 
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TJTC CERTIFICATIONS 





Fre-KRTA 




Post-ERTA 






First Nine 
Months of 
Yi 1981 


I' i s c a i 
Year 
1982 


F I seal 
Year 
1983 


Kiscaj 
Year 
1984 


Economically Disadvantaged 

Youth (18-24 yrs. old) 124,701 
Summer youth (16-17 yrs. old) 
Vietnam-era veterans 11,818 
Ex-offenders 11 , 


132,195 

13,271 
13,332 


259,309 
33,538 
24,141 
21,929 


328,213 
30,137 
29,000 
27,278 


Co-op education students 


132,314 


48,055^ 


8,324^ 




Handicapped 


12,318 


14,727 


2b, 412 


38,263 


CETA (involuntary terminees) 




8,147 


383 




General assistance 


b,006 


8,136 


14,480 


24,101 


SSI recipients 


077 


782 


1,254 


1,620 


AEDC recipients 


WIN 


13,303 


30 ,736 


84,769 


Total 


299,248 


202,261 


431,182 


563,381 



Source: U.S. Department of Labor. Reports prepared by the U.S. Employment 
Service Office of Planning and Review/Operation, and dated June 31, 1981; 
October 6, 1983; December 27, 1983; and January 15, 1985. 



^'he number of co-op education student certifications in FY 1982 and FY 1983 
are not available, so the numbers of elit,ibility determinations have been used 
m their place (but are not included in the totals for the program) . 
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TJTC VOUCHERS ISSUED 



Economicaiiy DisadvanLaged 





Pre-ERTA 


Post-ERTA 




First Nine 


Fi seal 


Fiscal 


Fiscal 




Months of 


Year 


Y-ar 


Year 




FY 1981 


1962 


3983 


1984 



Youth (18-24 years old) 
Suiamer youth (lb-L7 years old) 
Vietnara-era veterans 
Ex~of fenders 


2o7,731 

31,97() 
33,^32 


299, 688 

43,434 
4b, 50b 


Shi 74S 

-Jul., f J J 

87,30b 
8u,808 
94,343 


Ol y , 14/ 

61,876 
76,001 
73,322 


Co-op Education Students 


132,232 


48,055^ 


8, 324^ 




Handicapped 


2,900 


48,029 


78,683 


y5,443 


CHTA (involuntary termmees) 




8,147 


1,130 




General assistance 


47,653 


54,654 


65,169 


92,000 


SSI recipients 


1,481 


2,288 


3,115 


3,755 


AFDC recipients 


WIN 


121,939 


294,394 


313,493 


Total 


545,407 


624,687 


1,286,947 


1,33 7,63 7 



tniS ott.ZT'^'T^ '1'°" "'■'"''■^ P^'^P^^^'' ^'^^ "-S- Employment Service 
n K ^"^ Review/Operation, and dated June 31, 1981; October 6 1983 

December 27, 1983; and January 15, 1983. uccooei o, lyoj, 

^The number of cc^op education student certifications in Ti 1982 and FY 1983 

J'th'r'rr '''' """'^^ eligibility detenainations hL ee u ed 

in their place (but ar. not included in the totals for the pru^rar.) . 
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Novet-theloss. Che TJTC is curreatly helpln, a rainority of thos. eli^ibie for 
t\c pro^,ram. The Congressional Budget O.tice (CBO) has calculated that the 
partic'oatlon rate for disadvantaged youth is less than 10 percent. ^ 

1 Research Questions 
The overall purpose of this .tudy is to (1) better our understanding of 
the operation of tne TJTC program and (I) establish whether TJTC is effective 
in promoting increased employment of disadvantaged workers. The specific 
objectives of the research are the following: 

• To discover how employers learn of and about TJTC, how this 
vanes with the characteristics of the employer, how the source 
ot this -(formation influences whether employers participate 
and how local administrators can target their outreach efforts 
to firms that are likely to become big users of TJTC if 
approached. 

• To examine whether a firm participates in tjtC by only 
Identifying and certifying eligible employees or by making "an 
effort to select new e,., .oyees who are tax-credit eligible." and 
to understand why this happens. 

• To study how employers learn that an individual is eligible, 
'low IS the source of m,^^ knowledge related to whether the firm 
is purposely trying to select eligible workers, whether it knew 
Che individual was eligible at the time of hiring the worker 
and whether the fact of eligibility ^.nfluenced its decision?' 

• To exaLiine whether employers stigmatize individuals who are 
eligible for TJTC as poorer workers. How does this relate to 
Che extent of employers participation, to whether they make a 
special e.fort to select eligible workers, to the naCuie of the 
firm, and to the other characteristics of the job applicant? 

• To learn how many and what kinds of employers do not obtain 
-ertification of employees they know to be eligible, why they 
choose not to apply, and what proportion of all known eligible 
hires are not certified for each reason. 

• To study changes over time in participation in TJTC. Dio tne 
timj that participated in 19/:' increase their utilization of 
Che tax credit in 1980, 1981, and 1982? 

. To learn what induces finns that Kavf .ot used TJTC in the past 
CO scare using ic. \lhat seems to Inouce firms to become a new 
user: learning of the program, a personal contact, or the need 
Co hire new employees? 

Because of the interest in whether TJTC is influencing hiring decisions 
or merely subsidizing workers who would have been hired anyway, the study 
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focuses an bottor measurfment of those Lnpacts and on the impact of the 1^81 
LKTA amendments reqalrinfe cert if icdt 1 on oi eligibility prior to hirin^j. Tlie 
relevant objectives are as follows: 

• To measure, for the pre-ERTA pc-riod, wha^ share of the certifi- 
cations were obtained for new employees who were hire^ rior to 
learning that they were eligibJ-, and what characteristic- of 
the firm are related to such retroactive certifications. 

• To study the impacts of the ERTA changes on overall usage of 
TJTC, on how d firm recruits elii^ible workers, and how it learns 
which job applicants or employees are eligible. 

• To study the impact of TJTC on the employiaent levels of partici- 
pating firms. 

• To study the impact of TJTC on the share of a firm's work force 
that is under the age of 2b. 

Because of the complicated eligibility rules, employers find it hard to 
identify job applicants who are eligible on their jwi,. If their hiring de- 
cisions are to influenced by the piogtam, the difficult job of identifying 
who is eligible often must be done for the company. The employment service, 
the welfare office, or some other labor market intermediary must ,nake refer- 
rals to the employer. How these referral relationships arc established and 
how effectively they work are important issues for study. The specific 
research objectives in this area are as follows: 

• To study how referral relationships are estrhlished. Who 
initiated the first contact— the firm or the government? What 
determines whether employers who are asked to accept tax-credlt- 
eligible referrals agree? l-hich employers do the local adminis- 
trators typically approach about receiving referrals? 

• To learn what causes a referral relationship to be successful. 

• To learn the reasons that employers who choose not to accept 
referrals give for not wanting to participate. 

The final objective is to suggest ways by which the TJTC prograiD's impact 
and cost-effectiveness may be increased. 



1 • 3 Data oources 



A survey sponsored by the National Institute of Edv-ation (NIE) and the 
National Center for Research in Vocational Education (NCRVE) was conducted 
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between February and June 19.2, and provides the database of 3,412 e.nloyers 
for th.^s .tudy of TJTC. The survey represented the second wave of a two-wave 
longitudinal survey of employers fro. selected geographic areas across the 
country. 

The first wave, not utilized in this study, was funded by the U-S De- 
partment Of Labor to collect data on area labor .arket effects of its Employ- 
ment Opportunity Project (EOPP). The survey encompassed 10 EOPP pilot sites 
and 18 comparison sites selected for their similarity to the pilot site. The 
survey design specified a strategy of oversa-npling firu^s with a relatively 
high proportion of low-wage workers. 

The second wave made an attempt to Interview all of the respondents in 
the fxrst-wave survey. About 70 percent of the original respondents completed 
surveys for the second wave. The data collected by this second survey on the 
use of TJTC are u.ore extensive than those available in the first wave (or in 
2ny other data set known to the authors). 

In the bulk of the sample, respondents were the owners/managers of the 
establishments. In large organizations, the primary respondent was the person 
in charge of hiring, generally the personnel officer. When primary respon- 
dents were unable to answer a question, they were asked if someone else in the 
organization would have the information, and that part of the interview was 
completed with this other official. Other respondents included controllers 
wage and salary administrators, and line supervisors (for questions about a' 
particular recent hire), a description ol the sample frame of the first wave 
of the survey and a copy of tne relevant portion, of the questionnaire are 
included as \ppendix A and B. 

T.e research project is no. a definitive study of the impact and cost- 
cftectiveness of TJTC. Although many interesting and important questions can 
be answered by analysis of the NCRVE employer survey, there are other ques- 
tions that a policyr.aker/analyst may ask that cannot be examined with such a 
data set. For example, data on individuals who are vouchered or certified by 
TJTC were not analyzed, so there is no information on how long a subsidized 
worker stays at a subsidized firm or what happens to the worker when he or sne 
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leaves. The report addresses such questions as "Did TJTC induce participating 
firms to increase total employment or change their hiring policies so as to 
nire more disadvantaged workers?" Determining whether such impacts resulted 
in displacement of other workers or in an equivalent net incr^as*; in ecouomy- 
wtde employment is beyond the scope of th»s L^port.'^ 

In this respect— not examining the full general equlibrium effects— this 
report follows the pattern set by neari> ^11 of the empirica^ evaluations of 
employment and training initiatives. General equilibrium effects can be cal- 
culated by simulating the impact effects in a fully specified general equi- 
librium model or by estimating impact effects in aggregate data on geographic 
p.ceaa which encompass all displacement/replacement effects. Both of these 
avenues will be pursued in the future but they are not part of the currert 
report . 

The body of the report is organized into seven chapters. Chapter 2 
examines who is using TJTC and how it is being used. Various measures of 
knowledge, use, and impact of TJTC are tabulated by industry and establishment 
size. Chapter 3 estimates multivariate behavioral models of knowledge and 
utilization and uses them to help understand why TJTC has a low participi- 
patior. .a.e and wb^ch types of firms are the big and/or most cost-effective 
users of the program. Chapter 4 examines whether welfare clients and others 
eligible for Tj rc should be advised to advertise their eligibility in job 
interviews. Chapter 5 examines how employers recruit and identify applicants 
WHO are eligible for TJTC. Chapter 6 analyzes data on the impact that TJTC 
has upon the growth of employment at participating firms and the share of that 
employment that Is under the age of 25. Chapter 7 presents an empirical 
analysis of the effectiveness of federal efforts to promote the IJTC program 
and suggests a strategy for .argeting these promotional efforts to increase 
the cost-effectiveness of the program. Chapter 8 reviews the implications of 
the research for policy and «.i£P-sts a number of important topics for further 
research . 
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CHAPTER J. 

UTiLIZATION OF THL TAKGF/rL:r} JOBS TAX CREDIT 



^•1 Familiarity with Targeted Jobs Tax Credit 

Employer familiarity with the TJTC proi^ram has been increasing. In the 
first wave of the NCRVE employer survey (conducted in the spring of 1980), 
only 17 percent of all employers reported being "familiar" with TJTC,^ In 
spring 1982, 77 percpnt of thes^ same employers reported having "heard" of 
TJTC. 2 Since firms with fewer than 10 employees account for 80 percent of 
all firmo with payroll, these statistics are dominated by small employers. 
Firms with fewer than 10 employees account for only 13 percent of all 
employment, however (U.S. Department of Commerce 1981). 

Knowledge of TJTC seems tnuch more extensive when data from individual 
employers is weighted by tl.- nu^T^ber of people working at thai C:^ tablibhiueuL. 
Employers responsible for 33 percent of employment reported being "familiar' 
with TJTC in 1980, and employers responsible for 90,5 percent of employment 
reported having "hean of" TJTC in 1982. Reporting the share of employment at 
establislmients with a particular characteristic is a better way of generally 
characterizing the labor market, so this is the strategy adopted for the bulk 
of this chapter (tables 2.1 - 2.6 and 2.10).^ 

Table 2.1 shows how employer knowledge of TJTC in spring 1982 varied with 
the size of the establishment. Twenty-seven percent of the establishments in 
the sample were parts of firms or corporations with more than one establish- 
ment. Data are reported by establishment size rather than by firm size for 
two reasons. Firot, the sample frame for the survey was cstablisliments, not 
firms. Secondly, the respondents had authority over and knowledge of hiring 
practices only for their particular establishment.^ The multivariate 
analysis in chapter 3 examines the impact of firm size as well as establish- 
ment size. 

The first line of the table presents the answers to the question, "ilave 
you heard that federal tax credits are available to employers hiring certain 
types of workers?" By 1982 even the managers of very small firms had heard of 
TJTC. Only one quarter of the managers of firms with fewer than 10 employees 




31 




13 



reported not having heard of TJTC. Only 1 percent of the respondents from 
establishments with 500 employees or more admitted to not having heard of 
TJTC. 

Because they have personnel managers and hire more frequently, large 
employers arc more likely to be contacted by those promoting the TJTC program. 
From the point of view of agencies promoting TJTC, it is more desirable to 
convince a large firm to participate in the program, because this will 
probably lead to more TJTC eligibles being hired. Because the costs of 
learning about the program are roughly constant for employers of different 
size but the payoffs to using the program are proportional to the number of 
subsidized hires, large companies may be expected to be more likely to 
initiate conversations about TJTC with an eye to learning more about it. 

The data in table 2.1 confirm both of these expectations. Larger 
establishments were much more likely to have been contacted about TJTC: 20 
percent of establishments with over 500 employees had been contacted by 
government agencies and 6 percent had been contacted by an unknown or non- 
governmental group. Only 4.4 percent of the employees with less than 10 em- 
ployees had been contacted by government agencies and another 4.2 percent by 
an unknown or nongovernmental group. The percentage of firms that had 
initiated contacts about TJTC was much higher for larger firms. Forty-two 
percent of the large employers had initiated such contacts, whereas only 5.8 
percent of the smallest firms had done so. 

Table 2.2 describes how knowledge and contacts vary by industry. 
N-inety-three percent of industrial employment (i.e., manufacturing, miaing. 
transportation and utilities was at companies that had heard of TJTC. Indus- 
trial establishments were also more likely to have been contacted by govern- 
ment agencies about TJTC: companies representing 24 percent of industrial 
employment had been contacted by a government agency. This is probably 
explained by the large size of the typical industrial establishment. 

The Industry with the lowest government-initiated personal contact rate 
was the restaurant industry. Total contacts for this industry were very high, 
however, because contacts initiated by the fl-m were extremely high. The 
large firms in the non restaurant retail/wholesale industry also had a high 
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propensity to initiate conversations about TJTC. The share of employment 
accounted for by firms that had iuUiated such contacts was 31 percent. The 
share of establishments initiating such contacts was only 6.7 percent, 
however . 

^•2 Referrals of TJTC Eligibles 

As might be expected from the data already discussed, larger companies 
were more likely to receive requests to accept TJTC referrals. Table 2.3 
illustrates this. Almost half of the establishments with 500 or more em- 
ployees were asked by an agency to accept TJTC referrals. Forty-two percent 
of these firms had initiated requests for referrals and 60 percent planned to 
ask for referrals In the future. Only 12.5 percent of the smallest employers 
had been asked to accept a referral, and only 2.6 percent Initiated such a re- 
quest. 

The most significant finding from th' table is that in 19d2 when the 
burvey was conducted many more employers planned to ask for referrals of TJTC 
eligiblos when they had an opening for an unskilled worker than had asked ^or 
such referrals in the past. Among the establishments with 50U or more employ- 
ees, A2 percent had initiated a request for referral of TJTC in the past and 
60 percent plan had to do so in the future, an increase of 43 percent. Among 
establishments with fewer than 10 employees, only 2.6 percent had initiated a 
referral request in the past, but 13.4 percent planned to do so in the future, 
an increase of 415 percent. Thus, very small employers expressed a willing- 
ness to participate in the program but had not yet done so, probably b»;cause 
they had not recently had an opening that could be filled by a TJTC eligible. 
The large projected increase in usage by small companies suggests that lack of 
unskilled job openings is an important reason why small establishment have, in 
the past, been less likely to participate in TJTC than large firms. 

The industry with the highest likelihood of being offered TJTC referrals 
or of initiating a request for a TJTC referral was the restaurant industry 
(see table ''.4). The service industry was the least likely to be contacted 
about receiving TJTC-eligible referrals by the employment service or other 
government agencies. Ihe construction industry was least likely to Initiate 
referral requests and to plan such requests in the future. Overall, the per- 
centage of firms planning to ask for TJTC referrals in the future was consid- 
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erably higher than the percentage ot firms who had initiated requests in the 
past. In the industrial sector, 32 percent of employment was in establish- 
ments that planned to initiate requests in the future, even though only 12 
percent nad done so in the past. This is an increase ot 166 percent. The 
industry with the highest rates of usage (referral requests) in the recent 
past — the restaurant industry did not expect co be increasing its usage by 



Large establishments were much more likely to participate in TJTC than 
small establislunents (see table 2.5). Larger firms were more likely to have 
received tax credits under this program, and were uore likely to have tried to 
select TJTC-eligible applicants. 

Participation rates dropped for aliQOst every size of establishment after 
September 1981. The drop in participation was due to the recession, and to 
two amendments of TJTC's authorizing legislation that took effect in October 
1981. One provision ended the eligibility of cooperative education students 
who were not from low-income families. The second provision required employ- 
ers to apply for TJTC certification of a rew hire on or before the day the 
employee began work. The purpose of this last change was to ensure that the 
employer was at least informed of the worker's possible eligibility at the 
time the hiring decision was made. This, it was hoped, would increase the 
probability that TJTC would Induce changes in recruitment patterns or hiring 
standards to favor disadvantaged job applicants. 

The percentage of all employees who were subsidized did not seeu to vary 
appreciably with establishment size as lon^ as size was under 500 employees . 
The percentages ranged from 0.3 to 0.7 percent. Within this group in 1981 
there was also no tendency for size to influence the percent of new hires that 
were subsidized in 1981. The range was from 1.1 to 1.7 percent. 

The establishments with more than 50 0 employees tended to obtain sub- 
sidles for considerably larger proportlonc of their work force . In 1:^81, 
these largest establishments had obtained subsidies for an average of 5.4 
percent of their employees and 18.5 percert of their new hires. It is 



very much. 
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PARTICIPATION IN TJTC BY SlZfl OF ESTABL I S^^^ENT 
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TABLE 2.6 
PARTlCfPATION IN TJTC BY INDUSTRY 
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Imporlanl to rrmomher tl.ac there were only 80 estab] ishaienl, with more than 
bOO employees in the NCRVL Employer Survey sample. A few very iar^e companies 
were appareutly hiring large numbers of subsidized workers. This pattern is 
consistent with earlier findings showing that large conpanies tend to be more 
awaro of the program and more aggressive about scLecLlng atiu certifying eligl- 
bies. The changes in the law in 1961 and the recession seem to have caused 
larger declines in the naraber of subsidized employees in 1982 than in the 
number of participating firms. The decline was especially dramatic in the 
largest establishments. 

The pattern of utilization by industry is very revealing (see table 2.6). 
The retail sector dominated the statistics. A few very large establishments 
in the restaurant industry seem to have begun to participate in 1981. The 
share of empJoyment at participating restaurants rose from 4.3 percent, to 46 
percent, whereas the share of all establishments participating fell moderately 
from 4.9 to 4.3 percent. The share of total e..,loya..ac uh.t w.. suo..dx.ea in 
this industry rose moderately from 0.4 percent to 0.6 percent. 5 

The industry responsible for the greatest number of TJTC certifications 
in our data was the retail sector (other than food service). During 1980 and 
1981, almost 27 percent of the industry's employment was at establishments 
that were participating in TJTC. In 1981. 3.1 percent of the industry's em- 
ployment and 18 per cent of its new hires were TJTC eligibles. Just one or 
two large users of TJTC in the data are probably responsible for these esti- 
mates of high utilizatiuu by this iadustry. 

Although the specific values for the two parts of the retail sector are 
probably Subject to a great deal of sampling error, it was clear that the re- 
tail sector is responsible for most of the nation's TJTC certifications. In 
1983, for instance. Pizza Hut was responsible on its own for about 1.5 percent 
of all TJTC certifications in the nation. 

Why has the retail Industry been the biggest user of TJTC? A look back 
at earlier tables reveals that it was not because government agencies were 
more likely to initiate conversations about TJTC or offer TJTC referrals. 
According to tables 2.2 and 2.4, the big difference between the retail indus- 
try and other industries was their greater likelihood of initiating a conver- 
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sation about TJTC and their greater livelihood of initiating a r.,uest for the 
referral of TJTC eli.ibles. They were also .ore likely to be contacted by an 
unknown source or one of their tr.le associations. Finns in the retail indus- 
try probably initiated contacts and referral requests because the payoff to 
participation is higher in their industry than in other industries. 

-^'he Impact of Who Initiates the Conversation 
Table 2.7 displays unweighted data on how utilization of TJTC varies by 
whether there has been a conversation about TJTC and who initiated that cor.- 
versation. Of the 70 percent of employers who had not nad a conversation 
(n=2407). only 1.5 to 1.7 percent had participated in TJTC. and less than 
0.5 percent of their 1981 new hires were subsidized. The firms that had a 
conversation about TJTC were ,„uch ™ore likely to participate in TJTC. to make 
an effort to select TJTC eligibles. and to ask for referrals of TJTC eligi- 
bles. They a1 .o hired .„,.,,,,ed workers ior a considerably larser proportion 
Of thexr new positions than employers who had not had a conversation about 
TJTC. 

Not surprisingly, the biggest nsers ot TJTC were employers who initiated 
the first conversation about TJTC. When the respondent (.ost often a manager 
or personnel director) personally initiated the conversation about TJTC. there 
was a 16 percent chance the fir. was trying to select TJTC eligibles. and an 
average of 4.7 percent of 1981 new hires were subsidized. When someone else 
m the firm initiated the conversation, there was a statistically significant 
increase in the probability that the finn was tryin, to select TJTC eligibles 
The level rose to 27 percent, and about 9.7 percent ot 1981 new hires were 
subsldiz.ed 

conversations initiated by government agencies, local business organi- 
zations, and other groups seem to have had a roughly equivalent impact on 
participation and utilization. Policies of selecting TJTC eligibles were 
found at 12 to 15 percent of these companies, and subsidies were obtained for 
between 2.5 and 2.8 percent of their new hires in 1981. Conversations initi- 
ated by trade association officials see.ed to increase participation rates 
moderately and induced a few firms to try to select TJTC eligibles. Such 



40 



TAHll 1,1 

uriu iZAnoN bi WHO iNiriAiL^ tml ^ ik', 



Governn^ent Offered 
a Referral 

Ffrm Requested 
Referral s 

Participation In 

nso 

Jan Rl - Sept 81 
Oct - Apr 82 
ies to Select 

Subsidized Hires as 
r^ercent of Employment 
1900 

Jan 81 - Sept 8) 

Oct 81 - Apr 82 

SuDsldlzod hires Jan 81 
"^o ^opt 31 as a Percent 
of New Hires In 81 



Nufi.ber of rs1ab- 
I Ishments 

New Hirei In HI 
f niplovtfient I r 81 



4.; 



124 



r«.*rc^;nt .* Users fnat 

T-^y to ' ulect L I 1^ Iblws 33 



\ . 1 porcentcjge) 



140 
41 ./ 

lb] 



.4 


2.5 


.1 


.5 


1 .0 


.'J 


2.3 


•t* .J 


1.1 


. 7 


.0 


.9 




1 





1 15 



43 
6b. 7 

2^^ 



30 



2.d 



73 

1 -Sf 



30 



2.7 



65 
33.4 



You 


Tour 
F Irm 


ment 


Tr ade 
Assoc. 


uOCdl 

Bus 1 nebs 
Assoc. 


Other 


Don' t 
Know 


No 
Conver 
sa+'on 


43 


39 




47 


41 


41 


28 


10.5 


20 


1 7 


16 


9 


1 1 


11 


8 


1.2 


2 7 


24 


1 / 


4 


1 b 


24 


21 


1.7 


24 


^4 


1 7 


9 


z I 


?? 


1 5 


1.5 


Id 


21 


13 






2? 












! ! 


13 


1 .5 


16 


27 


12 


5 


1 ^. 


1 7 







.4 
.1 

.3 



39 
33.5 



.1 
.2 

1 

.4 



2404 
1 4.9 

39 



Id 



ERLC 



BEST COPY AVAILABLE 



23 



4] 



conversations seemed to have h.d almost no impact on usage, however, possibly 
because trade associations cannot provide help in recruitinp and/or reterring 
eligible job applicants. Such help must necessarily be provided at the local 



level 



2 . 5 Reasons Employers Give for i.'ot Participating in TJTC 

The 1982 NCRVE employer survey asked empioeyrs who had heard of TJTC 
whether they planned to asked the employment service for referrals of TJTC 
eligibles when they needed to hire unskiU d workers in the future. Only 27 
percent said yes. The other 7 3 percent were asked "why not, " and their an- 
swers, unweighted either the probability of selection or size, are reported in 
table 2.8. 

The reasons cited for not planning to ask Tor referrals o-nerally related 
either to not needing or wanting people of the type who would be eligible, or 
to not wanting to deal with the employment service, the agency that was 
proposed by the question as che referral source. Thirteen percent were not 
exnecting to hire anyone, 7.6 percent did not need the types of workers who 
might be eligible, and 17.5 percent thought eligible workers would not be 
s.cill2d or reliable enough. 

Dissatisfaction with the employment service was very common— 8. 5 percent 
expressed dissatisfaction with previous employment service referrals and 
another 23 percent said "I don't use the employment service" without citing a 
reason. The responses suggest that having to obtain referrals and certifica- 
tions from the employment service nay be ai. important barrier to participa- 
tion. The next most common reason, (j.jven by 1U.7 percent) for not planning 
to participate was paperwork. Only 3.3 ^ercent mentioned the possibility of 
government mterfe-ence or IRS audit as a disincentive, and only 1.3 percent 
claimed the tax benefit was too small. 

Because many of the negative references to the employment service were 
probably a consequen'e of problems with previous referrals, it should be clear 
that t\v primary barrier to universal participation is the perception that 
eligible referrals will be less productive and less stable workers. Since low 
productivity was the primary criterion for selecting the groups that would be 
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REASC 'S FOR NOT PLANNING TO ASK FOR REFERRAI.S OF TAX 
ELIGIBLES V^EN AN UNSKILLED WORKER IS NEEDED 
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Unweighted tabulation of answers to "Can you tell us why you do not plan to 
ask for referrals." The question was asked of the 73 percent of respondents 
who answered '*no'* or "don't know" when asked, "In the future, do you plan to 
ask for referrals of tax-credit-eligible employees when you need to hxre 
unskilled woxrkers? " 
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eligible for TJTC, this should not be a surprise. If the proi^ram is well 
tarjj;eted, it ib almos inevitable that employers will perceive the eligible 
workers this way. 

The stigma attached to being a member uz one of the targeted groups does 
not explain why employers do not request a certification foi employees they 
know to be eligible. The 1982 NCRVE survey found that certifications were 
not requested for 15 percent of the known TJTC eligibles who were hired . The 
118 employers who reported not applying for a tax credit for one or more of 
their eligible hires were asked why. Their answers are reported in table 2.9. 
Forty-six of the employers cited procedural reasons for not applying (i.e., 
employee left too quickly, firm not eligible, deadline passed, etcO* Seven- 
teen employers reported that not knowing how to apply was their reason for not 
applying, and 25 reported that the paperwork ws too threat. Only three com- 
plained that the tax benefit was toj small, only ei^ht saia tney do not want 
to get involved with the f deral government, and only one mentioned a fear 
that applying might result in goveriir.ent interference. Thus among firms th-^t 
hired eligibles, the primary barriers to participation seemed to be paperwork 
and ignorance. Of the two, ignorance was the most important, for there were 
lar^e numbers of firms that hired eJigibles but d?d not realize it 

Minimizing paperwork was an i-.^port'-^nt consideration in the rriginal 
design of TJTC. Unfortunately, )oost of the complexity and paperwork thai 
remains is an inevitable consequence of che highly targeted nature of the 
program. The perception that paperwork will be burdensome dissu ade s many 
f: rms from trying to participate in TJTC . This perception is probably a 
consequence of previous experien'^e with other government programs and the 
generally bad reputation of g iment programs in the employer community. 
It probably is not based on actual experience with TJTC. There are some 
important costs to learning how to use the TJTC program, but once a firm has 
learned the ropes, paperwork costs of continuing or increasing participation 
are small. Because paperwork is, in fact, minimal once the initial costs of 
learning have been overcome, the negative perception will probably change as 
the number of firms that have actual experience with the program increases. 
Consequently, this barrier to participation will probably diminish with time. 
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WHY "EMPLOYERS WTO HIRED ELIGIBLE WORKERS 
DID NOT OBTAIN CERTIFICATION 





Number of 


Responses 


Administrative/Structural Reasons (Subtotal) 


46 




Deadline for applying past 




5 


Cjiupioyee lei l De lore Deing cert i ilea 




12 


Employee did not stay for required length of 






C -L JUC C L/C i„ c 1 L i. Jk 1. C -4 




9 


Not eligible for other reasons 




11 


General/other adrnl li ^rA^ i vp ^x\A <^^ rlI^'^llT■r3^ 




9 


Lack of Knowledge/Don't Know How 


17^ 




Benefits Did Not Outweigh Costs (Subtotal) 


32 




Paperwork too great 




25 


Tax honpfir ^^^ Qmj^ll 




3 


Gene ral 




4 


Don't Want to Get Involved with Government 


8 




hight Result in Interference 






Worker Ability 


1 




Other 






Total 


118 




Answers to the question "Why didn't you apply tor the tax 
eligible employees/" 


credit for 


these 
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2 . 6 Impact of T J TC on the Recruitment 
and Selection of the Disadvantaged 

In the 19B2 NCRVE employer survey, respondents were asked if their 
coupdiiy makes an effort to select new employees who are tax-credit eligible. 
Companies can make an effort to select an eligible in a number of ways, such 
as recruiting among people likely to be eligibl-, by asking for referrals, or 
by giving preference to eligibles when making hiring selections. 

Table 2.10 reports the percentage of companies (weighted by employment) 
that reported attempting to select tax credit eligible workers. Because mosr: 
firms did not participate in TJTC, it is not surprising that only 15 percent 
of ?11 employment was in firms trying to select TJTC eligibles. The unweight- 
ed percentage of participating companies who tried to select TJTC eligible 
employees was 25 percent. The percentage of participating employers weighted 
by size who tried to select tax-credifeligible employees was 50 percent. As 
anticipated, participants were more likely to try to select eligibles than 
non-participants. The fact that weighting by size dramatically increases the 
proportion of participating companies that reported trying to select TJTC 
eligible^ that participating companies uith many employees were more 

likely to modify their hiring policleo to make use of the tax credit than 
participating employers with small work forces. 

The table further shows the percentages that reported trying to select 
eligibles where the firms were weighted by the number of subsidized hires made 
in 1980-81. The last columns shot^s the percentage for firms weighted by the 
number of subsidized liires made after September 1981. The last two numbers 
were divided at September 1981 because there were significant changes made in 
the law that came into effect on that date. As might be expected, the 
percentages are much higher for the last two coluuns~80 and 81 percent, 
respectively. 7 The high percentage in columns 5 and 6 reflect the tendency 
of large users of the program to be more likely to report trying to select 
eligibles. These high percentages mean that most of the tax credits went to 
l inns that report that TJTC iuduced them to change their policies in ways 
that favor the disadvantaged . 

Fi-.Tns were also asked If they tried "to Identify and certify tax-credit 
eligible employees who had already been hired.** Only 32 percent of all 
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companies weighted by size reported having tried to c.rtifv eli.ibles 
primary reasons employers gave for not trying to get tax credits for already 
hired workers .ere Ignorance of che program or how to apply for It and the 
belief that none of their new hires were eligible and that the paperwork would 
be burdensome. The percentage of all participant firras weighted by size who 
tr.ed to identify and certify employees vas significantly larger. 75 per- 
cent. The percentages for participating firms weighted by number of subsi- 
dized hires were even higher-89 percent for 1980-81 and 90 percent for after 
September 1981. It is interesting that the differences between all partici- 
pants and weighted participants were so great for these two lines. Large 
users were apparently utilizing the TJTC program the most aggressively, m 
both trying to select and certify TJTC eligibles. 

All firms that had heard of TJTC were asked If they thought "that tax- 
credit-eligible peop.e usually n:ake better or poorer new employees than people 
who are not tax-cred-t eligible." The employers that were using the program 
had a more favorable opinion of TJTC eligibles than those who had not .8 The 
typical firm that had heard of TJTC (whether or not it had hired a TJTC 
eligible) tended to have a negative attitude toward TJTC eligibles. Only 7 
percent said TJTC eligibles made better workers, and 35 percent said eligi- 
bllty made no difference in the qu.li.y of a worker, while 28 percent thought 
they were poorer than average. 

A scale was constructed assigning +1 for employers who thought elig^oies 
made bet ter-than-average workers. 0 for those who thought it made no 
difference, and -1 for those who thought eligibles made poorer workers. For 
employers who expressed an opinion, the weighted mean of this scale was -.26. 
The unweighted mean was even more negative. -.A3 (not shown in the table). 
Clearly, this negative attitude contributed to the low participation rate in 
the TJTC program. 

All participants, which is a number dominated by small users, had a bet- 
ter but still relatively low opinion of TJTC eligibles. The mean for this 
group was -.17. Weighting the participants by the size of the firm or number 
of subsidized hires significantly raised the average opinion of TJTC eligi- 
bles. When participants were weighted by their size, the mean value of the 
opinion scale was .03. When weighted by usage of TJTC. the mean opinion was 
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also roughly zero (-.Ob and .04). These firms felt thac TJTC-elii^ible workers 
were just as productive as the other workers they hired. Roughly as many 
reported that TJTC eligibles made better workers as reported that they were 
poorer. This finding lmpli..s that anong TJTC users large firms and large 
users had a more favorable impression of TJTC workers. Large users who had 
good experiences with TJTC workers seemed to continue to use the program after 
eli^ibiJity rules were tightened. 

This is important, because in the long run, impact of the prograc is in 
large measure determined by whether the existence of the program and resulting 
experiences with eligible workers change employe perceptions of the produc- 
tivity of eligible workers in a positive direction. If the very fact that the 
fereral government has chosen to subsidize the hiring of a particular group 
causes employers to anticipate even lower output from the group, the program 
will probabl not be very el fective at increasing the employment of the target 
group. If, on the otheiT hand, participating employers discover that eligibles 
are better than chey previously thought, the program will be very effective. 
Because employers are reporting that the TJTC eligibles they knowingly hire 
are just about as productive as other workers in the same job and some em- 
ployers are rapidly expanding their hiring of TJTC eligibles, the tax credit 
may be having the desired effect of raising some employers' opinions of the 
productivity of disadvantaged workers. Because there is no longitudinal data 
on employer beliefs about the productivity of TJTC eligibles or disadvantaged 
individuals in general, there is no way of testing this speculation. 

Another plautible interpretation of the results is that the growth of the 
TJTC program was due to the cpread of knowledge about how to use the program. 
Once the costs of learning how to use the program are incurred, the costs of 
continuing to use it are very low. They may, in fact, fall as the finu devel- 
ops better methods of recruiting TJTC eligibles and of selecting from the pool 
of eligibles who have applied. The reason why the eligibles that were hired 
are turning out to be just as productive as other new hires is that employers 
have not lowered their hiring standards to increase their hiring of TJTC ,;11- 
gibles. Their response to the program may have been to add eligibles to the 
pool of candidates considered, but to leave their hiring standards unchanged. 
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One ot t\\v jtuijo: |)arp(>bt.>s of Tj;<: is lo invito u i i Tui" 



L ) hire di ^ id vaa- 



ta^ifcid workers for jobc> L)i:;t woula orherwise be tiiled by nond j baavanta^ea 
workers or not have existed at ail. fhere are two ways cbcinges in niriii^ 
outcomes might occur, as follows: 

• fhe firiL could take TjTC eligibility into acctjuat when deicid™ 
Ing which job applicaat to select. 

• the firm night adjust its recrui tpaent practices so as to in- 
crease the number of TJTC eligibles that are applying to the 
firm. 

Each of these niechani sn^s will he examined in turn. 

If final selections, are to be influenced by TJTC, the hiring decision 
maker must know or at least suspect that the individual is eligible for TJTC. 
Before Septeii.jer 1981, it was possible for an employer to apply for TJTC cer- 
tification of iniployees who had been hired many months previously at a time 
they were not -laown to be eligible for TJTC. Omitting cooperative education 
students (w^o were certified autooiat icall y ) , roughly two-thirds of the TJTC 
certifications were retroactive; that is, they were made after the eligible 
employee's tarst day at work. Obtaining a certification retroactively is not, 
however, conclusive evidence that the hiree was not known to be eligible when 
hired. The -oiployer ini^;nL have Known the individual was eligible when the 
niring decision was made, but decided to postpone requesting a certification 
because it was a particularly busy period or because of a desire to see if the 
worker did okay during a trycnit period. 

Ihf.* only way to l(virn whether the onployer was aware of the worker's 
eii^^ibility dl the time of the hiring decision is to ask thti employer. 
Employers that hired TJTC eligibles betwt^en January 1980 and September 1981 
were asked, "How maay of the employees did you know or think might be eligible 
before you hired them?" This question was used to calculate the share of 
TJTC-certif ied hires prior to September 1981 who were known to be eligible at 
the time they were hired. The results are presented on line four of table 
2.10* An unweighted average of these percentages for the population of par- 
ticipating firms is 29 percent. Unweighted averages tend to overrepresent 
small users, however. Wei^^hting by size increases the estimate of knowledge- 
abl- hiring to 48 percent. Weighting by the number of subsidized hires prior 
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IMPACT OF TJTO ON THE RECkUITMhlNT AND SELECTION 
OF DISADVANTAGED WORKERS 







Participants Only 




Ail Firms 
That Have 
llCcirU ot 
TJTC 


IN DC 

Weighted 
by Size 


Weighted 
by Size 


Weighted 
but Not 
bubslu 1 ^ea 
Hirds 
I/80-9/8I 


Weighted by 
bubsidized 
Hires AtLer 
Sept. 1981 


Percent tried to 
select eligibles 


15 


2b 


50 


80 


bl 


Percent tried to 
certify eligibles 


32 


AU 


73 


89 


90 


Opinions of TJTC 
eligibles; 

better = I 

poorer = I 


-.26 


17 


• 03 


-.05 


.0^ 


Percent of 1980-81 
fJTC-certif led 
Hires who were 




29 


48 


64 


66 



known to be eligible 
during 1980-81 

Percent whose choice 
was intluenced by 
knowledge of TJTC 
eligiblity during 
1980-81 

Percent initiated 
requests for TJTC- 
eligible referrals 

Percent agreed to 
accept or asked for 
referrals of TJTC 
eligT bles 

Percent planning 
to ask for TJTC- 
eligible referral 
when an unskilled 
opening occurs 



18 



i3 



40 



26 



43 



39 



78 



3b 



59 



73 



35 



80 



89 



89 



35 



82 



90 



90 



NOTE: Column 2 is weighted by the inverse of the selection probability. 
Columns 1 and 3 are weighted by establishment size and the inverse of the 
probability of selection. Columns 4 and 5 are weighted by the number of 
subsidized hires and the inverse of the probability of selection. 
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to Sepcetnb<.r 1981 produces higher e.Limates. The propo rtion o f all subsidizo d 
hires that were knowii^_be_cj^i_bLe_j^r_^^ Is 6A per^ nt. 

After September 1981, all subsidized employees had to be known or at 
least suspected to be eligible before they started work, since requests for 
certification of eligibility had to be made on or before the first day of 
work. When the firms are weighte d by the number of subsidized hires after 
September 1981, the percent of firms who said they knew they were hiring eli- 
gibles before__September 1981 _is_66 ^e_r cent . Thus, firms who continued to use 
the program after September 1981 were n o more likely to have been partici- 
pating knowledgeably before the c hanges were made than those who reduced their 
TJTC claims because of the tightening of eligibility rules . 

Employers who knew or thought that thev were hiring TJTC eligibles were 
then asked, "How much did this possibility of eligibility increase the appli- 
cant's chance of being hired?" Again, influencing the hiring decision is one 
of the prime objectives of the TJTC program, yet relatively few firms reported 
being influenced. In unweighted data, only 17.9 percent of the participating 
firms reported that a candidate's eligibility influenced >hcir hiring decision 
a great amount." and only 15 percent reported that It influenced their deci- 
sion "a moderate amount." Yet 23 percent reported that their decision was 
"not very" influenced, and 46 percent reported not being influenced "at all ." 

A scale was devised In which "a great amount" was assigned a value of 1, 
"a moderate amount" a value of 2/3, "not very much" a value of 1/3, and "not' 
at all" a .alue of 0. The weighted and the unweighted averages of this scale 
for participating firms were slightly more than 1/3. Thus, large users and 

H£5J-^'^h^^£!LEL"Ji£lj£.b e large users after September 1981 weve no more likely 

to_ report al low j^hir ing selections to be influenced by a job candid ate's 
eligib ility than the group of all participants . 

This raises the following question: If large users are not more likely 
to be giving hiring preferences than small users, why have they become large 
users? Is being a large user simply a consequence of having many openings for 
unskilled workers, or are some employers consciously trying to become big 
users of TJTC without changing their hiring standards (i.e.. giving preference 
to TJTC eligibles)? 
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The percentage of fxrms consciously cryi^.£ to select eligibles i. 
Significantly higher than the percentage reporting that hiring selections 
ware Influenced by a job candidate's eJigibility. Column four (participants 
weighted by subsidized hires in 1980-81). for instance, has 80 percent trying 
to select eligibles but only 35 percent allowing hiring selections to be in- 
fluenced. This discrepancy apparently means that many companies were rrv- 
ing-i^^l££HilJ5l£a8_8£^^ to be eligible: but ...^^^ 
^iiiHlble^fi£ll.oL^£pl^ 3„ individual's .H..Mi..„ ... 
not influence the e mployer. " 

There are several ways for an interested employe^ to increase the number 
of tax-credit-eligibles considered for its Jobs. The e.p.oyer could recruit 
at high schools that serve disadvantaged neighborhoods or could advertise in 
medxa that target the disadvantaged. A .ore reliable way would be to rely on 
referrals from the employment service or some other organization that helps 
the disadvantaged find employment. 

The last three lines of tahlf> 9 in c 

iieo or table 2.10 .-...--ine referral relationships with 

such organizations. Employers were asked (1) if they had requested TJTC re- 
ferrals from the employment service or another governmental agency (2) if 
they had ag.aed to accept TJTC referrals upon request from such an^agency 
and (3) if they planned in the future to ask for referrals of tax-credit-' 
eligible employees when an unskilled job opening occurs. 

AS might be expected, the colu.n for ail finns has the lowest percentages 
for requesting referrals. 18 percent; accepting referrals, 33 percent; and 
Planning to ask for referrals in the future, 36 percent. The figures in col- 
umns two and three, all participants unweighted and weighted by size, are con- 
sistently smaller than the numbers in columns fo.r and five. The probability 
of initiating a request for eligible referrals is 27 percent when partici- 
pating employers are not weighted by size, 56 percent when they are weighted 
by size, and 80 percent where weighted by subsidized hires in 1980-81. 

The probability of asking for or agreeing to accept referrals shows a 
Similar pattern. This Implies that large firms and large users are more like- 
ly to utilize referrals of TJTC eligibles than small users. This explains the 
relatively high percentage of lar^e users who claim to be trying to select 
eligibles but who also report not allowing eligibility to influence their 
selections from a pool of applicants. I' 
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1. These statistics and all other statistics reported in this chapter 
are estimates of population characteristics rather than sample characteris- 
tics. The data have been weighted by the inverse of the probab_Lity that the 
employer was included in the sample and interviewed. The ^lame from which the 
sample was taken was a list of all employer establishments in the records of 
the Unemployment Insurance Tax System in the first quarter of 1979 in about 
100 rural and urban counties dispersed around the nation. The counties sel- 
ected were not intended to be geographically representative of the United 
States. The list was stratified into seven size groups. The largest es- 
tablishments were certain to be included in the sample. Depending on the 
county the smallest establishments had probabilities of selection between 
.0043 and ,10, The weighting factor also reflects nonresponse, so employers 
who wish to be interviewed are represented in the data by other employers in 
the same size class. For more on the sample, see Appendix lA of Subsidizing 
On-the-Job Training (1982), Tables of sample characteristics are discussed in 
Appendix A, 

2* Because the 1980 survey contained a few questions about TJTC and WIN 
tax credits and the respondent may have been induced to become and remain 
informed by that contact, this number may be an upward-biased estimate of the 
proportions of all employers who have "heard** of TJTC. Given the mention of 
TJTC in the previous interviews and the prevalence of television advertising 
of TJTC, most of the respondents who report not having heard of TJTC probably 
did at one time hear something about the program but have since forgotten 
about it, 

3, Shares of employment at establishments with a particular char- 
acteristic ar*^ cal-^ulated by weighting the raw data by establishment employ- 
ment and the inverse of the probability the establishment was included in the 
sample * 

A, The concept of establishment being used in this study does not 
exactly correspond to place of doing business. When a group of stores under 
one management had centralized the hiring function for a locality and one 
individual was able to answer questions about the entire group, the group of 
stores was handled as one establishment. The unit of analysis is really 
hiring decisionmakers. The word establishment, employer, and company are used 
interchangeably. Firm or corporation refers to the larger entity when their 
Is more than one establishment in the firm, 

5, These statistics are most probably an underestimate. The national 
headquarters of one of the fast food chains that was a big user of TJTC 
happened to be Included in our sample, Ic could not be included in the data 
analysis, however, because TJTC utilization statistics were reported for the 
nation as a whole and not for the establishment that had been Included in the 
sample frame. 
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respondents to hear of such converslrinn ^ ^'^^ ^ tendency of our 

outcome, such as referrals of TJTC eliaJhirf^ f"" '^'^ P'^oduced a favorable 

iJlC eligibles and receipt of the subsidy. 

teriza^iof "rt^e'^os'^-effect'lien^s's of ^"""^^^ '^h^"- 

robustness is in order. The use of TJTc m°m"'.' ^i^"--" of its 
employers in the sample account for hJf f !f ^ ^° J"^^- ^ 

ted by our respondents. L a esuU ^ ' certifications repor- 

numbers of subsidieed employee. I^e Lb J ^^^^ "^i^hted by 

Weighting by the iaverse'of' he probablu^v of ^^T^^""- -™Pling error, 
problem, because this weight is \ ^ selection souewhat reduces the 

dized worker. Table A^o ^ln^^ ^^ ^^ correlated with numbers of subsi- 
subsidized hire^ ,^;^°e :r Jm-s T^^T °' P°P"lation proportion of 
corresponding sample p'por ions (i e ' T'^''''' '''' eligibles. The 

are .46 and .50. ^ weighting by selection probability) 

8. Employers who had not participated in 

know which of their current employees are .i ? m ^1°^'^'" typically did not 

have know what o^kes a person elinbL Th' f " ''''''' 

prejudice rather than actual expefxence* ^ . ^P^n^ons may more often reflect 
pated in the program typically hL^'hln t employers who partici- 
ticular TJTC eligible employees did itrT ^i^^^^tly how well par- 
measurement of productivity !nd ttt'ir i ' '"^'^ objective 
previous prejudices and ecent experience '"'"''^ ^^"^ "^^^"^^ °f 
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HU-.llVAKIATh MODELS KMPLOY.K ,'ARTICT PA CIO. 1. rj,, 

ANb ITS LKFars um, kikinvj poiiciks 

This chapter reports the results oi multivariate auaU.,^ nf i 
, , J J vaLidLt. aua-ivt-is of emplo/er 

knowledge of TJfC, the referrals of Tirr o • v, 

eterrals of .JTC e.igibles, and employer use of che 

'•^ Iili£IgtJ^£a j^ Framework 
The T^rs^ed J„„= Tax Cr„,u U a rec.„lt»e„t .ubsKiy; that .s U on, 

s-s... ^^^^^^^ : " 

s.., 30 .„co„. .a..3 ....... „e„ ...,3 .3 „„. e,..aU. o 

a 30 „ ^^^^ ^^^^ ^^^^ ^^^^^ J 

" "-"^ '-^^--^ 

c« the pay„e„, ^^^^^ 

ellSlblU. o£„e„„,rt„, f<„,„,^^,.^^^ P.ven a £ir» ,Ha. , . 

existenr. of . >, ''^ aware of the 

e c o£ „ch a pr,,.a„ „a, „o. have aU t„e necessar, .„,„r.aclo„ a.out 
»h..h j„b applicants are eligible and „„ich are not. The co-t of oht ■ ■ 

-o;"at.„. 01 .ttl. the „.e33ar,, ,._e„t certi:! L 3 ITlen 

::::::: - ^h 

f he Decision to Partlcij^ a te In TJTC 

This section develops a stupl. „odel ol the lUTC participate „ of a 
proflt-»a..ul„, flr„ that lap.ts sells o„tp.ts .„ competitive 

.-.ets ror s,.p,lc.t,, targeted labor (.) is treated as a sin U factor of 
. odnct.on an., „ rc.p.,se„ts the „ar.et price of this factor. . p^^e 
federal govt nmeht off^-rQ t-ho r.-^ . . i'F^^^ cne 

,n ,\ ' ""'"'"^ °' prcportioa S of the wages of 

all newly hired targeted workers If i < ^ . 

. ° ^^^'''^'^ '° the number of tar- 

e .or crs e„plo.e. ,v the fl„, i„ t,o period prior to the saosid, offer 
n t o be the ...rlodic rate of turnover of subsidised „r.ers, the total ' 
subsidy payment „ade to -e fir™ is S«l,, - (l-t^ 1 1 , -s a H 
be Src.uer t„a„ or o<,„a. to eero. < '^-o i • -s ass^.ed to 
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To particip. .e in a subsidy proi^ram, the firm must bear both fixed and 
'ncremental costs. Fixed costs Involve si'-^h factors as making the initial 
application foi the subsidy and settln, a systen: to evaluate jcb appli- 
cants for their elli^lhility • An additional fixed "cost" is the fear that 
participation ii^y entail closer government scrutiny of tax records end hiring 
practices • Incremental costs of hiring workers through these programs are the 
exti3 costs of recruiting, screening, and verifying the eligibility of an ad- 
ditional subsidized worker. If new hires from ^he target group are less pro- 
duct! J or more likely to quit or be fired than new hires not from the target 
group, there are additional increm^^ntal costs. Suppose we represent these 
nart ic ipa t ion costs by C and assume that they are a linear function of the 
nuiuber of suDsidized workcts. That i>: 

(1) C = a + b(L - (1 - t;Lo) 
where 

a is the fixed cost of participation, a > 0; and 

b IS the marginal cost ^f participation pt ' subsidized worker, b > 0. 

The firm will elect to participate in the program if the benefit:> from 
doing so exceed the costs. Because the cost of participation is li.near m tlie 
number of subsidized workers hired, the first-order condition for a maximum of 
profit with respect to L is the same for the participating firm whether the 
subsidy is marginal or on all units of targeted labor. Thus, the firm's pro- 
fit function evaluated at the effective post-subsidy wage of (1 - S)W + b, 
after subtracting participation costs and the subsidy on the previously e^m- 
pioyed workers, can be used to express profits when the firm participates. 
Letting be the profit function and P be the vector of all other prices, the 
net benefits to participation, B, can be expressed as: 

(2) B = TT(r, (1 - S)W + b) + (b - SW) (1 - t)Lo - ao - TT (p,w) 

The firm will participate only if B > 0. 

Because the firm's profit function is continuou'" in W, there will exist 
some subsidy rate (for finite values of a) such that the firm can be induced 
to participate in the program; that is, there cast be some value of S for 
whicn B > 0. Suppose we let S* represent the si'^.idy rate ttiat sets B « 0. 




At any subsidy greater ihaa S*. the firm will parcicipatie, and at any rare 
less than S* it will not. At any given level of subsidy S, the probability 
that the firm participates Is equal to the probability that S exceeds S*. The 
variable S*, therefore, is a convenient device for observing the impact of 
firm chaL-acteristics on the likelihood of participation. Any characteristic 
of the firm that increases (or decreases) S'* decreases (or increaseo) the 
probability of participation in a program with subsidy rate o. 

To observe the effects of various characteristics of the firm on S, we 
can convert equation (2) into a more easily iuterpretable form. First, we 
approximate the difference between the profit function evaluated at the market 
wage o:-; at the subsidized wage with a second-order Taylor series. ^ Then at 
, equation (2) becoues: 

(3) 3MP>W) (b - SW) + S^r(P,W) (b - SW) - + (b-SW)(l - t)L, - a = 0 

The pro it function has the property that its derivative (with respect to W) 
is the negative of the level of labor hired at that wage (i.e., the wage if 
no subsidy is offered or accepted). If we let g be the autonomous periodic 
growth rate of the firm's labor demaad, the number of .argeted employees would 
be (1 ^ g)Lo, assuming no subsidy. Using this expression and rearranging 
ter.us in equation (3) gives us an implicit function of the minimum acceptable 
subsidy in terms of various characteristics of the firm, including n, the 
elasticity of demand for the targeted labor. 

(M 1 - n(s - b) - (1 - t) - a 



W (1 + g) (s*V - 'b) (1 + J)L~ = " 

lilll'i£L,^charact_e_ri^tics of tne firm and the local labo. rarket . Equa- 
tion (4) gives us a means of determining the impact of firm characteristics 
upon the probability of participation in a program, with given subsidy rate S. 
For example, differentiating impliciLxy with respect to yields: 

(5) c)S* = -a / . -n + Wa 

'S*W - b) (1 + g)l7; / ( ~2 T S*W - b)^ (1 -f g)L^ ) < ^ 
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Equation 5 implies that, ceteris paribus , the more targeted workers a 
firm employed prior to the subsidy offer, the lower is the minimua subsidy 
rate necessary to induce participation. Therefore, we would expect higher 
participation rates among large firms and among firms that hiro larger 
proportions of unskilled labor (since firms with either or both of these 
characteristics should have higher absolute numbers of targeted employees), 
"^bserve that it is the existence of fixed costs of participation that cause 
this effect. If a = U, the effect of Lq is also zero. 

Using this technique, we can determine that the following variables will 
positively affect the likelihood of participation: 

• The firra's total employment. 

• The growth rate of the firm's employment. 

• The proportion of the work force in low-skill occupations. 

• The rate of turnover of unskilled workers. 

• The elasticity of demand for unskilled labor. The labor demand 
elasticity can be expected to vary with such characteristics as 
the price elasticity of product demand, the elasticity of sub- 
stitution between skilled and unskilled workers, the share of 
cost going to unskilled workers, and the type of industry. 

The parameter b in equation (5) is the marginal participation cost of 
each subsidized worker. The derivative of S* with respect to b is the inverse 
of the wage rate. Thus, anything that increases b reduces the probability of 
participation. The marginal participation cost mav be expected to vary with a 
number of characteristic of the firm and its location. It is therefore 
pected that the following characteristics will positively influence partici- 
pation: 

• The proportion of the local population that is eligible. More 
eligible workers lower the cost of "searching" for a certified 
applicant . 

• Flexibility in terminating unwanted workers. The purpose of 
these subsidies is to Induce firms to hire difficult- .o-employ 
workers. Many employers feel that hiring a subsidized worker 
means they are taking a greater risk that things will not wrk 
out. If the firm can easily correct its mistake Dy firln^, the 
worker, the risk is minimized. Thus, we anticipate that norr 
union firms that have a low firing threshold will be more likely 
to participate. 
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• Proportion of workers who are tuil-tirae: Mar^iudi participa'' ^on 
costs are the same for each worker, regardless of the number of 
hours worked. They are proportionately lower, therefore, for 
full- tine workers. 

• On-the-job training (OJT) that is general rather than specific 
The turnover rates of TJTC eligibles will probably be higher 
than for other competing workers. If OJT is extensive and spe- 
cific to the firm, these higher rates of turnover will impose 
significant costs on the firm and raise the marginal cost of 
participation- If training is general and workers pay for the 
training, hi^^her turnover rates will not be particularly burden- 
some • 

• An employer practice of hiring untrained workers and training 
them rather than hiring already trained and experienced workers 
for that same job. The Liarginal costs of participation will be 
lower in these circumstances because the firm will already be 
accustomed to providing the additional training that TJTC eli- 
gibles would probably r-quire. Such a practice may be signaled 
by a tendency of starting wa^^e rates to be below those typical 
for the job or for training to be greater than what is typical 
tor the job. 

• Being prevented from setting lower starting wage rates by mini- 
mum wage legislation. TJTC eligibles are perceived to have 
poorer work habits and to be less skilled than noneligibles . The 
high unemp2o>TDent experienced by these groups is partly a conse- 
quence of their inability to overcome this stJgraa by offering to 
work at a wage that is below the legal minimum. Firms that in 
the absence of minimum wage legislation would have offered jobs 
paying below the minimum wage are probably the firms that would 
have employed these workers if there had not been a minimum 
wage. Being forced to pay a higher wage has reduced employ- 
'iient at these firms and probably induced the firm to raise the 
qualifications and experience required to be hired. TJTC lowers 
Lhe cost of hiring eligibles, and these firms will generally 
have less difficulty adapting their hiring and training to eli- 
gible workers than firms that pay wages that are considerably 
above the minimum wage. 

The parameter » in equation (5) is the fixed cost of participation in the 
program. The fixed cost of participating involves the costs of learning what 
the rules of the subsidy program are, how the paperwork must be processed, and 
how to obtain qualified eligibles. The lower these costs are, the higher is 
the probability that the firm will participate in the program. Consequently, 
we can predict that firms with the following characteristics will be more 
likely to participate in TJTC: 
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• FlrnB that have personnel directors. Ths personnel directors 
have more free time to learn about programs like TJTC than own- 
ers or plant nanagers, and they are also aore likely to be tar- 
geted for outreach by agencies seeking to place TJTC ellglbles 

• Members of local business organizations. These employers are 
muc. more likely to be contacted by government agencies and of- 
fered referrals of TJTC ellglbles. This lowers the fixed costs 
of learning how to take advantage of the program. They also may 
get a sales pitch about TJTC at meetings or In a newsletter. 

• Firms that are contacted by local program administrators. 

« Firms that have participated In this or similar prograns in the 
past. Once one has participated, the fixed costs of participat- 
ing the next year decline almost to zero. 

• Employers with a positive attitude toward government officials. 

• Regular users of the employ iikuc service. 

The policies of t:,e local agencies ad rniniscei lag tne program influence 
both the fixed and marginal costs of participation and therefore are Important 
determinants of participation. Administration of the TJTC is prlnHrlly in the 
hands of the local employment service offices. In some communities, employ- 
ment service staff members have narketed TJTC by telephoning local employers 
and offering to come to their plants to help identify and then certify the 
TJTC ellglbles who v^re vx^rking there. In other communities, employers who 
seek referrals of eligible workers or nore information about the program get 
no help at all (in Wisconsin, for Instance, v^en the federal contvlbutlon to 
administrative costs ran out in October 1979, certifications dropped to alnost 
zero in the final thre-^ months of the year). Firms cannot participate in a 
program if chey do not know who to contact locally about application and cer- 
tification. Consequently, it is expected that participation (as well as fa- 
miliarity) will be greater in communities in which there has been extensive 
promotion by the local employment service. 

Similarly, the cooperative relationship between the local employnent 
service office and the firms will have a bearing upon the likelihood cf 
participation. Firms that have regular and frequent contact with the local 
job service people are more likely to get referrals of subsidy-eligible 
'■rorkerK. 
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i^eterminants of Familidriiy wi Ll ^ T£rj;eu-(j_S ubsid 3 l.s 

Clearly, a firm that is ignorant of Che existence or TJTC cannot partici- 
pate. Twenty-three percent of all tho respondents to the NCRVt; Employer Sur- 
vey reported that they had not heard uf government tax credits for hiring the 
disadvantaged. It is important to Know which tirras were not aware of TJTC in 
1982 and how those who were aware learned of the program. Clearly, the firo. 
characteristics that influence participation should affect knowledge of the 
program, as well. Firms that benefit most from participation will invest the 
most in obtaining information about subsidies being offered. 

Size is likely to be the single most important predictor of an employer's 
familiarity with subsidy programs. The potential payoff to knowledge about 
subsidy programs is likely to be greater for a large organization, so the top 
executive either spends more time learning about such programs or assigns the 
job to such specialized personnel as Che controller, accountant, or personnel 
officer. In their study of the New Jobs Tax Credit, the nontargeted employ- 
ment subsidy prograir of 1977-78, Perloff and Wachter (1980) found size to be 
the only significant variable in the equation estimating the likelihood of 
familiarity with the program. One would also expect the agencies responsible 
for administering thesa programs to concentrate their promotional efforts on 
larger establishments. Because large establishments are more likely to be 
hiring, there is a greater likelihood of placing a client through a personal 
contact with a larye employer 

Employers who are well connected to sources of information (e.g., those 
who are members of a local business organization or who already use the em- 
ployment service) vould be more familiar with these programs. Personnel di- 
rectors would probably be more likely to know about such programs than chief 
executive officers or ovmer/manager s who have a thousand other things on their 
minds. Growing firms might be more aware of these prog-ams for two reasons. 
First, they are more likely to initiate a contact with the employment service 
office. Second, the payoff for participating in rec-uitraent subsidy programs 
(and therefore the payoff to investing in knowledge about such programs) is 
greater for the growing firm. 
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The most important geographic determinant of rates of fatniliarity is 
likely to be the enthusiasm and effectiveness of the local euployiaent service 
office's promotion of the program. 

3.Z Results 

This section presents the results of a multivariate analysis of the 
determinants of TJTC use. A variety of indicators of TJTC knowledge and use 
were modeled as a function of the following characteristics of the employer: 
size of the establishment and fin.; descriptors of the firm's work force com- 
position; characteristics of the firm's personnel policies; and industry, 
state, and miscellaneous variables, such as whether the employers belong to a 
business organization and whether they report that they "avoid dealing with 
bureaucrats." The definition, means, and standard deviations of the variables 
used in the models are presented in table 3.1. 

Knowle dge 

Table 3.2 presents the estimates from models ot employer knowledge about 
TJTC. The dependent variables comprising the columns of the table are "em- 
ployer had heard ot TJTC or WIN" (observed p = .804). "employer had spoken to 
someone about usage of TJTC" (p = .295). "employer had initiated the contact 
about TJTC" (p = .093). and "government agency had initiated the contact about 
TJTC" (p = .129). 

Establislment size had a positive and significant impact on all four in- 
dicators of knowledge. This means the larger th» firm, the more likely the 
fir. had heard of TJTC or WIN. the more likely someone at the fir. had spoken 
to a government agency or another organization about TJTC. and the more likely 
the employer and the gcverna.ent agency had initiated a contact. Whether the 
establishment was situated within a ^ .Itiestablishment f.^rm affected ouly the 
initiator of a contact. The larger the ratio of firm to establishment employ- 
meat, the more likely the employer initiated a contact about TJTC and the less 
likexy a government agency Initiated a contact. 

As would he expected, the higher the proportion of new hires within the 
organization, the more likely the employer was to have heard of and been 



TABi.r 3.1 



OFS^IPTIVl STAT i 5' I 
FOR 

1 NUFPLNOLNT MRIABllS 



Van able 



Mean 



LfTip ioyffnent Siz e 

Log estobi Ishment size 
Log ffrm/est. etr^p. 

Composition of Work Force 
Unionized 

Proportion new hires 
Proportion under 25 
Proportion craft 
Proportion white-collar 
^ Proportion manageria! 

Proportion part-time 

Personnel Pol Ides 

Has personnel office 
Log length probationary period 
No probationary period 
Layoff based on seniority 

Other Firm Characteristics 

Log cost ^f machinery 

Log weeks to be ful ly trained 

Member of business organ i z-at Ion 
Avoids dealing with bureaucrafb 

Profitable last year 



2. 0]2 
, 4 y-^. 



.103 
.233 
.271 
. I'^^ 
.47 0 
.16^ 
.179 



.115 
.806 
.241 
.410 



1 .699 
1 R44 

.^10 
.6Y) 

.533 



Standard 

Dev ? at i o^' 



Descr Ipt ion 



1 .475 



.280 
.203 
.256 
.254 
.360 
.204 
.274 



.519 
1 .242 
.42^> 
.271 



1 .492 
1 .283 

.500 
.315 

.310 



Number of employees plus one. 

Ratio of firm -^o estab 1 i shfT>ont efnploy: 



i + ie3t = 



Collective bargaining coverage of nonsuperv i sor , y^orkers 

Ratio of new hires In 1979 to surn of Oec /9 oo^p ai'l nev hires In 

Proportton work force under 25 In I960. 

Proportion work force that are craft workers 1 ^ ^-^1 

Proportion white-collar In 197^ 

Proportion managerial In 1979 

Proportion part-time In 1979 



Dummy for respondnet worked in the personnel offic* 
Number of weeks In probationary period 
Ounnmy for no probationary period 

If there had to be permanent/te^nporary layoff of ont.-.hird of -t.^ff 
baseJ on seniority or produ^. f i v i ty 5cah;j frao one to -er^. 



! J tt 



Cost of the Tiost expensive machine the new hire vlH work with if purchased tod^w 
eeks...for 3 new employee to becone fully trained ani qualified if he/sh^> has 
previous experience 
Firm or respondent a member of a local busint-s-, oryanlzatfon 

Responses to "as much as possible I try to avol.j having to deal with govern.r.3n^ 

bureaucrats" scaled from one to zero. 
Responses to "from a profit point of view, was 1931 a very good year, a pretty 

good year, not a good year, or a year -f lossos?" scaled fron one to zoro. 
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TABLE 3.2 



MODELS OF KNOWLEDGE OF CONTACTS ABOUT UTC 
Ar€ WHO INITIATED THE CONTACT 

(Ratio of jestlmate/standard error|ln parentheses) 



Variable^ 


tmpI oyer 
Reports 
Hav Inq Heard 
of TJTC or WIN 


Employer Spoken 
to (Government 

Agency or Other 
Organ Izatlon 


EmpI oyer- 

Initiated 
Contact 


Government- 

Agency- 
Inltlated 

Contact 


tmployment Size 







Log establishment size 
Log firm/est. emp. 

Composition of Work Force 
Un Ion I zed 

Proportion new hires 

Proportion under 25 

Proportion crait 
.Eroportlon white-collar 
^ffroportion nfianagerlal 

^oportlon part- time 

Personnel PqI Icles 

Has personnel office 

Log length probatlon- 
at^y period 

^io probationary period 

Layoff based on 
senior I ty 

O thet^ FIrm Characterist ics 

Log cost of machinery 

Log weeks to be fully 
trained 

Member of business 
organlzat Ion 

Avoids deal Ing with 
bureaucrats 



Dependent Variable Mean 

-2 Log LIkel Ihood 

Multlpl ier for Calc. 
Effect on F 



246 



.204*** 


(8.4) 


.233*** (11 .0) 


.132*** 


(5.0) 


.163*** (6.5) 


-•010 


( .5) 


.021 


( 1 .0) 


.087*** 


(3.6) 


-.052** 


(2.0) 


-.028 


( .2) 


.1 19 


(1.2) 


.186 


(1.5) 


.264** 


(2.4) 


.286*** 


(2.1 ) 


.71 3*** 


(5.3) 


.475*** 


(2.8) 


.422** 


(2.6) 


-.351 


( 3.4 ) 


.082 


( .8) 


-.071 


( .5) 


.149 


(1.1) 


. 144 


(1 .2) 


-.0'^3 


( .5) 


.081 


( .1 ) 


-.206 


(1.4) 


.Ha** 


(2.0) 


. 1 


U . 4 ) 


-.339** 


(2.6) 


-.045 


( .4) 


161 


(1 .2) 


-.229 


(1.5) 


(TS 7 


( .3 ) 


-.278 


(1.5) 


-.138 


(1.4) 


-.200 


(1 .9) 


-.035 




-.273** 


0 1 ^ 

V Z . i / 


.287** 


(2.5) 


.345*** 


(4.1 ) 


.149 


(1.5) 


.314*** 




041 


(1.1) 


-.046 


(1 .3) 


.047 


(1 .0) 


-.038 


( .9) 


.004 


( .0) 


-.051 


(1.4) 


-.321** 


(2.2) 


-.147 


(1.1 ) 


.006 


( .1) 


-.056 


( .6) 


-.185 


(1.5) 


.019 


( .?) 


.030 


(1 .5) 


.01 1 


( .7) 


.048**^ 


(2.2. 


-.001 


( .1 ) 


• 013 


( .9) 


.036 


(1 .8) 


.029 


(1.1) 


.024 


(1 .0) 


-.0(8 


( .3; 


.135 **'^ 


(2.7) 


.016 


( .3) 


.121** 


(2.0) 


.322*** 


3.9) 


-.1 74 


(1.0) 


-^043 ( 


.4) 


.027 


( .3) 


.804 




.29^ 




.093 




.129 




).?**» 


537.5*** 




151.6**'^ 


272. 2*** 




.158 




.20b 




.084 




.112 





Jontrcs ,or .n.ustr, state ..e also .nCude. ,n t.e p.o6lt .ode.s. T.e s^ple size w« 

•Significant at the \0i level . 
Significant a^ the 5? level. 
"Significant at the 1J level. 
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contacted by an agency about TJTC. Thi. variable also positively Influenced 
both employer- and government-initiated contact.. Interestingly, firms with a 
younger work force (as measured by proportion of workers under 25) had a lower 
likelihood of knowing about TJTC. This variable did not affect coraacts. 
however. 

The occupational composition of the firm's workers did not have a stron- 
influence on knowledge of or contacts about TJTC. Firms with a higher propor- 
tion of white-collar employees were more likely to have heard of TJTC or WIN 
but were less likely to have initiated a contact about it. The lower likeli- 
hood of Initiating a contact is probably a result of the fact that white- 
collar employees were less likely to be eligible for TJTC and thus there was 
less incentive for employers to seek out tax credits. 

Because the tax credit depenus m the total earnings of the ne. hire, 
firms that hire many part-time employees have a lesser incentive to learn' 
about and participate in TJTC. As expected, having a higher proportion of 
part-time employees dxd de.rease the likelihood of awareness of or contact 
about TJTC. On the other hand, firms with a personnel offi.e were more likely 
to know of and have n,ade a contact about the tax credit program. Other per- 
sonnel policy variables did not signif icantiy influence the dependent vari- 
ables. 

Beir.g a member of a business organization increased the probability that 
a firm had spoken to a government (or other) agency about the tax credit and 
increased the likelihood of a government- agency-initiated contact. Finally 
the variebl. "avoids dealing with bureaucrats" was expected to be negatively 
related to contacts abo-.t T.TC. but while the sign was negative, the rela- 
tionsnip was not statistically significant. On the other hand, this atti- 
tudlnal variable haa a sxgn.'ficant positive effect on knowledge of TJTC. 

Referrals 

The models presented in table 3.3 deal with referral behavior of the Em- 
ployment Services (ES) and employers. Using the sa.e independent variables 
o^odels were csti,uated to explain the variables "firm had been requested by ihe 
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MODELb OF TJTC KEFERRAL REQUlSTS 
(Rat.o oflesthnate/standard errorjln parentheses^ 



Variable^ 



Emptoyment Size 

Log establishment size 
Log firm/est. emp. 

Composition of Work Force 
Un Ion Ized 

Proportion new hires 
'Oportion under 25 
Proportion craft 
Proportion white-collar 
Proportion managerial 
Proportion part-time 
Personnel Pol icies 
Has personnel of f Ice 

Log length probation- 
ary period 

No probationary period 

Layoff based on seniority 

Other Firm Characteristics 
Log cost of machinery 

Log weeks to be fully 
tra i ned 

Member of business 
organization 

Avoids deal ing with 
bureaucrats 

Dependent Variable Mean 

L09 L ikei I hood 

Multipl ier for Calc. 
Effect on p" 



Emoloyer Has been 
Asked by Referral 
Agency to Accept TJTC- 
_ El Iqible Referrals 



Employer Has Asked 
Referral Agency 
for TJTC-EI igible 
Referr al s 



Emp I oyer P lans to 
Ask Referral Agency 

for TJTC-E I Iglble 
Referrals 





(8,3) 


•144*»» 


(4^7) 


.063*** 


(2^9) 


.005 


{ .2) 


.029 


(1 •O) 


• 031 


\ 1 • D > 


.060 


( ,6) 


1 47 


( 1 • ] ) 


• 023 


( ^2) 


.451»»» 


(3,2) 


.818*** 


(4^2) 


• 168 


(U2) 


-.026 


( ,2) 


• 070 


( ^4^ 


-•044 


( ^4) 


.131 


(1.1) 


.108 


( •e) 


• 1 45 


(1 9 
V i • ^ < 




( ,7) 


-.023 


( ^2) 


•090 


( .9) 


-.127 




-•377 


( ^4) 


-•169 


(Kl ) 


.039 


{ ,4) 




( *6 ) 


-•071 


( ^7) 


.223** 


(2,6) 


• 211* 


(1 ^9^ 


,300*** 


(3^5) 


-.023 


( .6) 


-•036 


( ^6) 


• 009 


( ^2) 


-.072 


; .2) 










.085 




( ^3) 


-•321*** 


(2^8) 


( .9) 


-•1 13 


( •S) 


-•314*** 


(3^2) 


.029* 


(1.6) 


-•018 


( ^7) 


-.004 


( ^2) 


.025 


(1 ,3) 


•0290 


(UO) 


-.003 


( •I) 


.121** 


(2,3) 


• 146* 


(1 ^9) 


.099* 


( 1 ^9) 


.104 


(1 .3) 


•001 


( •!) 


-•349*** 


(4^4) 


.213 




•05d 




• 212 




^•3*** 




134>7*** 




195^6*** 




. 167 




.055 




• 167 





^on.ro.s ,0. ,n.us.., an. state .e.e .Uo ,nc,u.e. in t.e p.obl. ^,e,. T.e s^p.e s,ze .as 

^•significant at the 10^ level, 
9"'^ 'cant at the level. 
Significant at the ]% level . 
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ES or other a«e.,cles to accept a rjTC reterral " (p = .2.3), "tirm had request- 
ed ES or other agencies to refer TJTC exi^ibles" (p = .058), and "firm plans 
to ask for referrals when openings arise" (p = .212). 

As in Che models discussed earlier, establishment si'.e and having a 
personnel office were positive and signiticant explanatory factors for the 
referral request models. Also, the proportion of the firm's „ork force that 
consisted of rece.it hires was positively related to being asked to accept a 
referral and asking for TJTC-el igiblc referrals. They were both more likely 
to request referrals and more likely to be approached. 

Two personnel policies—having no formal probationary period for new 
workers and basing layoffs mainly on seniority-are interesting in that they 
had no particularly strong influence on asking for or having been asked to 
accept TJTC-eligible referrals, but they both had strong negative influences 
on the likelihood of asking for referrals in the future. These effects can 
be explained as follows. Seniority provisions are generally accompanied by 
strong call-back provisions, so firms are unlikely to request TJTC-eligible 
workers when they must first recall their own laid-off workers. Having no 
probationary period may signify that firms are extremely careful at the time 
of hiring, so that tliey are less likely to try out a TJTC-eligible hire. 

Being a member of a local business organization increased the likeli- 
hood of being asked, asking, and planning to ask for TJTC-eligibl- referrals. 
Avoiding bureaucrats had a significant negative effect on planning to ask for 
referrals in the future, but had essentially no effect on having asked for or 
having been asked for referrals. 

Participation 

Table 3.4 examines models of how firms tried to use TJTC and whether they 
succeeded in actualed obtaining a subsidy. The dependent variables in this 
table are "company makes an effort to select new employees that are tax- 
credit-eligible" (p - ,055), "company makes an effort to certify tax-credit- 
eligible workers that have been hired" (p = .144), "company hired a tax- 
credit-eligible worker between January 1980 and September 1981" (p - .102), 
and "company hired and certified a tax-credit-eligible worker after September 
li^Bl" (p - .056). 
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TABLE 3.4 



Varlablea 



''^^^^^ ^ ^-^TC PARTICIPATION 
(Ha,io of [estimate/standard errorjm parenthesis) 



Employnftent S^ze 

Log estabi Ishment size 
Log f irm/estab. emp. 

Composition of Work Force 
Un Ion I zed 

Proportion new hires 
Proportion under 25 
Proportion craft 
Proportion white-collar 
Proportion managerial 
Proportion part-time 

Personnel Policies 

Has personnel off ice 

Log length probationary 
period 

No probationary period 
Layoff based on seniority 
jQth_e r Firm Character I c;fi ^ s 
Log cost of machinery 
Log weeks to be trained 
Member of business 
organization 

Avoids deal ing with 
bureaucrats 

Dependent Variable Mean 

~2 Log Likel ihood 

Murtipller for Cnlc. 
Effect on "F 



1 



Co-npany Triec to Select 

"3x-Credi t-L lig ible 
Worker 



.121*** 
.1 10^** 

.017 
.541 *** 

-.019 

-.168 

-.191 

-.340 
.039 

.34 7*** 

-.191*** 

.347* 
-.068 

.00b 
.040 

.22^*** 

-.515*** 
.055 

ie2.5**» 

.05:^ 



(3.7) 



CoTipany Tried to Certi- 
fy Tax-CrediT-EI tgible 
Workers I t Has Hire^ 



Estab ' ishment Hired ^ 

Tax-Credit-El jgfbie 
Worker Between January 
" Septef Tiber 1981 



. 198' 



(8.2) 



.144 
313.I*** 

.123 



.222^ 



(8.3) 





.073*** 


(3.3) 


.008 


( .3 


( . ] ) 


- .04 


( .5) 


.020 


( .2) 


(2 .7) 


.430**^ 


(2 .8) 


.477*** 


(5.6; 


( .1) 


.089 


^ . ') 


.274*' 


(2.0) 


.166 


(1 .2) 


.043 


( .3) 


(1 .3) 


-.04b 


( .4) 


-.113 


( .9) 


(1 .2) 


-.052 


( .3) 




( .4) 


( .2 ) 




( .BJ 


.056 


( .4) 




.296*** 


(3.3) 


.192* 


( 1 ,Q) 


(3.4) 


.oor 


C .2) 


-.028 


( .6) 


(1 .9) 


-.225* 


( 1 .7) 


-.207 


( I .4 ) 


( .5) 


-.074 


( .7^ 


-.09] 


( .?) 


( .2) 


.006 


( .4) 


-.001 


( .1 ) 

c .: • 


{ 1 .3) 


-.001 


( .0) 




(2.8) 




(1 .6) 


.lfj4*'' 


(2.5) 


(4.2) 


-.412*** 


(4.6) 


-.110 


(1.1) 



.102 
301 .6*** 

.092 



Estabi ishnen+ Hired and 
C.-rtified 3 "ax-Creoit- 
El iglbl^ i^orker Since 
September 1 98 1 



FRir 



^on.^ols for industry and state also in the probit model. The s^ple size was 3412 



.283*** (b.2) 
.051* 



-.269 

1 .331 *** 

.365*^ 
-.157 
-.064 

-.910** 
-.007 

.203* 
-.132** 

.in 

.063** 
.01'^ 

. >71 

-.3n** 

.056 
296.1 *** 

.05 ^ 



(1.0) 
(6.2) 
(2.0) 
( .8) 
( .4) 
(2.6) 
( .0) 

( 1 . /J 

(2.2) 
( .8) 
( .7) 

U.2) 
i .6) 

( .9) 

(2.4 ^ 
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As with the models reported ia the previous tables, establishment size, 
proportion of the work force that was newly hired in 1981, and having a per- 
sonnel office were all positive and significant detenninants of the T.JTC use 
variables. The variable measuring whether the establishraent was situated 
within a larger firm. log firm/establishment employment, was a significant, 
positiva factor for increasing the likelihood that an employer tried _o select 
tax-credit-eligible workers aud tried to certify currently hired tax-credit- 
eligible employees. However, it was not significant in explaining whether tl.e 
establishment had actually hired a TJTC-eilgible worker. 

The proportion of the work force under 25 was positively related to ac- 
tual hiring of a TJTC-el igible worker, as would be expected. Firms with 
nigher proportions of skilled, white-collar, or managerial workers generally 
had lower likelihoods of trying to hire or having actually hired a tax-credit- 
eligible worker, but most of the parameter estimates are not statistically 
significant. 

Being a member of a business organization increased the likelihood of 
trying to select tax-credit-eligible workers and receiving a certification for 
hiring tax-credit-eligible workers prior to September 1981. This variable was 
also positively related to the other two dependent variables, but was not sta- 
tistically significant. Reporting that they avoid dealing with bureaucrats 
significantly decreased the likelihood of employers trying to select tax- 
credit-eligible workers or hiring and certifying such workers. 

Choosing the New H i£e 

Given the pool of applicants. TJTC can influence the choice of which 
applicant is hired only If the hiring decision aaker knows or suspects which 
applicants are eligible and .Hows this knowledge to influence the selection. 
Employers who had received subsidies for employing TJTC eligibles prior to 
Septemb^r 1981 were asked how many of these eligibles were known to have been 
eligible when hired. Weighting these answer, by the number of subsidized 
workers claimed prior to September 1981 results in an estimate of the propor- 
tion of TJTC workers that were known to be eligible when they were hired of 64 
percent. Employers who had known chat at least one of th.ir new hires was 
eligible for TJTC prior to the hiring decision were asked, "rtow much did this 
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possibility of eligibility increase the applicant's chance of being hired?" 
The answers to these questions were conipiLed into a scale running from zero 
(for an answer of "not at all") to one (for an answer of "a great amount"). 
The mean of this s .ale is .30. 

Vmich pre-ERTA users of TJTC were more likely to have known of TJTC and 
which users reported having their hiring choices influenced by TJTC? To an- 
swer these questions, re^^ressions were run predicting both the proportion of 
TJTC-subsidized workers that were known to be eligible when hired and the 
degree to which hiring selections were influenced by this knowledge. These 
OLS regressions are presented in table 3.5. A glance at the first column of 
the table reveals that, among the users of TJTC, the employers that were aware 
of a new hire's TJTC eligibility before making the hiring decision tended to — 

• have more employees, 

• have no probationary period or a very short one, 

• base layoffs on productivity rather than seniority, 

• have less expensive machinery, 

• not mind dealing with government officals. 

In other words, many of the characteristics that were hypothesized to increase 
the probability or participation also seemed to predict which participants 
were the knowing or conscious participants in the program. 

The regression predicting the employer's report of TJTC's influence on 
who was selected from the pool of applicants is presented in the second column 
of table 3.5. These regressions were estimated on a sample of employers that 
were aware of at least one of their TJTC-subsidized workers' eligibility when 
they hired the worker. The firms that reported having hiring choices 
Influenced by TJTC were those — 

• with fewer employees, 

• with a generally unskilled work force, 

• who nevertheless required a great deal of training (in other 
words, a work force that lacked previous experience and training 
and that therefore had to be trained on the job), 

• who were merabe/s of a local business organization, 

o who had little difficulty in firing employees after the proba- 
tionary period is over. 
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TABLL 3,b 



INPACT OP TJTC iJSER ON HIRING BEHAVIOR 
(t-statisTics in parenthesis) 









Bel let That 




Proportion of 


TJTC 


TJTC Ellglbles 




TJTC-Subsidized 


1 nf 1 uenced 


Are Better (+1 ) 


Vdr I ab le*^ 


Employees Known 


Who Was 


or Worse i-\ ) 




To Be El igibie 


Sel ected 


Than Nonel iq. 



Log E stdbl i shment 
Log F I rm/Est. Emp, 

Composition of Work Force 
Un ion (zed 

Proportion new hires 
Proportion under 25 
Proportion craft or whtte-coMar 
Proportion part-time 

Personnel Pol icies 

Log length of probationary period 
No probationary perjod 
Layoff based on seniority 
Oifficult to fire 
Personnel office 

O ther Firm Characteristics 
Log cost of machinery 
Log weeks to be ful ly tratned 
Member of business organ traMon 
Avoids dealing with bureaucrats 
Pr o* itdb le l^s t year 

tVjvernment Agency Outr each 
A^jency i n 1 1 1 ated contdcl 
Ag-jncy offer of TjrC referrals 



No, of Observations 



•071 ' 



(3,5) 



.037* 



(2.0) 



^Controls for industry and state also i r.tode I . 



*'Signlf icanf at the ]0% level. 
**S1 gnlf lean*- at the level. 
***Signlf leant at the ]% level. 



.006 ( .2) 







-.024 


(1.3) 


.050* 


( 1 .8) 


.042 


( .5) 


.055 


( .7) 


.070 


( .5) 


•OA J 




- .UOD 


V . / ) 


-.236 


( 1 .2) 


.M3 


( 1 .2) 


.084 


( .8) 


.007 


( .0) 


-.038 


( .to) 


-.151*** 


(2.4) 


.005 


( .0) 


-.162 


(1 .3) 


-.156 


(1.4) 


-.1 30 


( .8) 


-.0^7 


( 1 .6) 


-.026 


( .7) 


-.082 


(1 .5) 


.200* 


(1.7) 


-.082 


( .7) 


.058 


( .3) 


-.227** 


(2.4) 


-.094 


(1.1 ) 


-.248* 


( 1.7) 


.079 


( .8) 


-.227** 


(2.4) 


.159 


(1.1) 










.191* 


( 1 .h) 


-.04a»»* 


(2.6) 


.004 


( .2) 


.00 7 


( .3) 


-.018 


( .8) 


.050**^ 


(2.5) 


-.023 


( .8) 


.040 


( .R) 


.108*» 


(2.3) 


-.175** 


'2.3) 


-.131 


(1 .6) 


.071 


(1 .0) 


.081 


( .75 


.n 1 


(1 .3) 


.112 


(1 .5) 


-.122 


( .9) 


.on 


( .2) 


.044 


( .9) 


-.115 


(1 .4) 


.021 


( .4) 


.042 


( .Q) 


-.010 


( .1) 


.?18 




.207 




.137 




3)3 




281 




365 
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Merging the results of the two regressions produced the following picture. 

The firms that consiously ^ave preference to TJTC eligibles in hiiing had 
two characteristics: 

• They could correct hiring mistakes easily by firing or laying ofi 
a new hire that did not wrk out. 

• They did not expect their new employees to come to the firm 
already experienced and highly trained. The firm followed a 
strategy of hiring unskilled and inexperienced workers and pro- 
viding the extra training the less-qualified workers needed. 

It should also be noted that the coefficients on the two government agency 
outreach variables are not negative. Although the coefficients are very small 
and not significantly different from zero, they are evidence that the users 
who were recruited into the program by a governraeat agency initiated cont.^ct 
or referral offer were not any less likely to use the program consciously and 
aggressively than firms who began their participation without being initially 
contacted by an agency. 

The third column of table 3.5 presents the results of a regression 
predicting e-nployer beliefs about the productivity of TJTC eligibles. The 
regressions were estimated on a sample of past participants in TJTC. The 
employers with the most favorable opinion of TJTC eligibles were 

• hiring for a store or plant that was part of a large ni il ti- 
es tab! is bnent corporation; 

• members of the personnel staff of the firm rather than the owner, 
the manager, or some other official of the firm; 

• not members of a local business organization; 

• able to lay oft workers on the basis of productivity rather than 
seniority . 

There was no tendency of those who received contacts from the government 
agency about the program to have more favorable opinions of eligibles than 
those who became users without such contacts. Since longitudinal data on 
these beliefs are not available, there is no way of knowing whether thepe 
opinions existed prior to TJTC participation or whether they reflect recenu 
experience with TJTC eligibles. 
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The tendency of those employers who must lay ofr workers on the basis of 
seniority to have a more negative opinion of TJTC eligibles probably reflects 
a tendency of these firms to draw from a generally more qualified pool of job 
applicants and to be more averse to risk when making, hiring decisions. This 
may also explain why members of local business organisations had a lower 
opinion of TJTC eligibles. Another possibility, however, is that such 
employers were more likely to have been persuaded to participate on altruisLi. 
(i.e., help out the disadvantaged) grounds than other participants. 
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1. Note that it has been implicitly assumed that the firm is constrained 
from firing all of the targeted workers currently employed and replacing them 
with subsidized new hires. Most firms are at least partly constrained from 
simply firing workers without apparent cause. This ..ssamption is rc-asoMal.It- 
because the training costs for new workers often exceed the magnitude of rhe 
subsidy, and because there have been as yet no documented cases of experienced 
workers being fired to hire a subsidy-eligible worker. 

2. The truncation of the Taylor series at the second-order term is not as 
limiting as it may appear. If we assume that the labor demand function is 
isoelastic (like the restricted Cobb-Douglas, for example) and that the mar- 
ginal product of labor approaches zero as labor increases without bound the 
approximation will be exact. These, assumptions are not far removed from the 
Montgomerra^li!" ' '""P'^'^ description of the theory see 
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CHAPTER 4 

DOES ADVERTISING ONE'S ELIGIBILITY FOR TJTC HELP ONE GET A JOb? 



The designers of TJTC expected eligible job seekers to use their eli- 
gibility as a selling point when they contacted employers. Job search coun- 
selors, however, have been reluctant to recommend that disadvantaged job 
se€-kers use TJTC as a part of their sales pitch to potential employers. 

Two experiments (Burtless and Cheston 1981; Moran et al. 1982) were 
conducted in 1980 in which unemployed welfare recipients were taught to an- 
nounce their eligibility for TJTC to employers when they applied for a job. 
In both experiments, the group that received this training had a lower place- 
ment rate than other eligible welfare recipients who did not receive this 
training. In the Dayton experiment (Burtless and Cheston 1981), random as- 
signment was used to select the group to be trained. The reduction In the 
placement rate was statistically significant. 

The results of the Racine/Eau Clair, Wisconsin quasi-experlment (Moran, 
et al. 1982) are particularly interesting. The study compared WIN clients who 
were served prior to the initiation of the experiment to clients who were 
served after the experiment began. Holding other characteristics constant, the 
WIN clients who were trained to tell employers about their TJTC eligibility 
were half as likely to obtain a job. A follow-up of some of the WIN clients 
In the experimental and control groups in Racine found that it was those WIN 
clients who followed instructions and brought up their eligibility when con- 
tacting employers who were least likely to find a Job. Of the 32 reporting 
that thoy used TJTC as a marketing tool, only 2 (6 percent) found jobs eligi- 
ble for TJTC certification. Of the 26 who Initiated discussion of their TJTC 
eligibility, 22 percent found jobs eligible for TJTC certification. 

The results of these experiments suggest that jhen welfare recipients 
announce they are TJTC-eligible, it tells mcst prospective employers some- 
thing that th. employers did not previously know, that is stigmatizing, and 
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that reduces the job seeker^s chances of bein^ hired. It seeras that for luobt 
employers, si^jnaling one's weilare recipiency has a powerful stigmatizing, 
effect that is not outweighed by the possibility of the employer receiving a 
tax credit. Being a youth from a low-income family should not be equally 
stigmatizing, however. Furthermore, it Is probable that experience with the 
TJTC program is changing employer views of TJTC eligibles. It may be that the 
stigma of being TJTC-eligible has declined vith time. 

This issue may be addressed in a more recent data set by examining how an 
employer's assessment of the desirability of hiring a job applicant is influ- 
enced by including "eligible for TJTC** in the comments section of a job appli- 
cation. The 1983 NIE/NCRVE Employer Hiring Decisions Survey obtained ratings 
from J^850 emp^ vers around the country of 11 different completed job appli- 
cations. One of the features of the job applicant that was varied randomly was 
eligibility for TJTC. By regressing the ratings assigned on the qualifica- 
tions exhibited in the applications, and interactions betwee.. TJTC and such 
characteristics of the firm as size, amount of training offered, and industry, 
the net effect of TJTC eligibility and how it varies across firms can be 
determined • 



4.1 Theory 

liishop, Barron, and Hollenbeck (1983) suggest that, to a potential em- 
ployer, the "true" present value of labor services offered by a new employee 
is a random variable. 

The theory and models developed here represent the behavior underlying 
the summary of luioirmat ion i-^^o a screening index that determines whether a 
job applicant gets i opportunity to interview for a job. Each employer in 
the survey was presented with a job description and 11 applications and was 
asked to rate the applicants on a hiring priority scale ranging from 0 to 200. 
To standardize the ratings to the firm's hiring standards, the following 
directions were given: 

For a job similar to the one described above, ass'ime — 

50 points represents tlie worst applicant you ever hired (as perceived 
at the time of hiring, NOT what the new hi.'e's performance actually 
turned out to be). 
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lOu points repruseiUb th.^ average applicdnt you hire. 

150 points represents the best applj-^^ni you ever hired (as perceived at 
the time of hiring, ITT what the new hire's performance acruallv 
turned out to be). 

The Index is not intended in any way to measure an applicant's absol- 
ute productwity, but is a re lative measure of hiring priority to be used to 
compare more than one applicant for the same job descriprion.l The instruc- 
tions are framed so that 100 points equal the anticipated diflerence between 
the firm's best new hire and its worst. 

Assume that employers believe an applicant's true productivity, V, can be 
predicted by a set of attributes, some of which are observable and some of 
which are not. Denote these two sets as Xq and X^-. The following equa- 
tion determines productivity for the "j"th job/firm: 

(1) = fJ(Xoi. X^,i) for , = 1 . . . 
where 

V • • . 

ij is the productivity of the ith individual ir firm j's job; 

Xq^ are i's observable attributes that are related to productivity; 

X-ji are i's unob.ervable attributes that are related to productivity; 

fJ is the function that relates productivity in the "j"th job to 
the characteristics of the individual. 

Hiring decisionm^^kers try to evaluate the information provided by job 
applicants and predict their potential productivity. Lacking information on 
Xf4i. they must instead generate an estimate of expected productivity that 
depends upon observable characteristics onJy. Therefore— 
{2) Sij(l) F^V,j|Xoi) = gj(Xoi) 

Particular pieces of information enter the X^^ vector, either uecause 
they have direct effects on productivity in the structural model in equation 
(1) or because they are btlieved to be correlated with the unobservabie deter- 
minants of rroductivity. X^i. For example, neatness cn the application form 
may be taken as a si^^nal lor having a good attitude or beirg neat and careful. 
Heputation of one's school may be taken as a signal of how well trained or 
disciplined an individual is Location of residence may be taken as a signal 
of socioeconomic status, am so on. 
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The gj functions that describe the weight placed on particular pieces 
of information when Interview Invitations and hiring decisions are being .ade 
evolve through a trlal-and-error process. Decisions to interview or to hire 
are made on the basis of th current gj function. The success or nonsuc- 
cess of the applicant in the interview or on the job serves as the criterion 
by which the gJ function is revised. If the job applicants referred by a 
particular agency or school fall to make it through the interview or do poorly 
on the job. the fact that one is referred by that agency becomes a negative 
rather than a positive. 

It is assumed that the gJ functions are very dlffe>-ent for different 
jobs, so the empirical work deals with each job separately. The functions 
probably vary across firms, as well, but because no single hiring decision 
maker evaluated more than 11 completed job applications, .t is not possible to 
estimate separate gj functions for each firm. Instead, data from hundreds 
of firms are Included in one regression. Firm and rater characteristics are 
assumed to shift the S^j function up and down but slope coefficients on the 
job applicant characteristics. X^. are not allowed to vary across firms ex- 
cept for a feV specified interactions between individual and firm characteris- 
tics. Under these circumstance. OLS is appropriate. 

Because the focus of the analysis is on which firms were most influenced 
by TJTC eligibility, the specified interactions are between TJTC ellglbilitv 
and firm characteristics. The following linear model was estimated: 
(3) Sij(I) = bo + biTJTC, + b2Xi + b3Zj + b4TJTr'Xj + bsTJTC, -Z^ + e^^^ 



where 



Sij(I) - hiring index scores for the "i'-th individual; 

TJTCi = a dummy variable that takes on the value of one when the 

individual is reported to be eligible for TJTC; 
Xi = characteristics of applicant 1 displayed on the job application; 
Zj = vector of characteristics of the firm and the rater; 

' S^ranf applicant hypothesized to interact with 

' °^ characteristics hypothesized to interact with 
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The parameters that are estimates from equation (3) (i.e-. the bj) 
represent the marginal Influence of the characteristic on the hiring priority 
8core. Equation (3) was estimated for all occupations jointly and for each 
occupation separately. Applicant characteristics, data about the job and 
firm, and rater characteristics were in the models together. Only the effect 
of TJTC is discussed in this chapter. The data and the effect of the other 
.determinants of the ratings are described in Appendix D. A fuller description 
of the methodology of the survey is provided in Hollenbeck and Smith (1984;. 

^ • 2 The Influence of Eligibility for TJT C 
The average effect of TJTC eligibility on the hiring priority score was 
measured by entering a dummy for TJTC into the model. A positive and signifi- 
cant coefficient was obtained on this -ariable in the full sample. The aver- 
age impact of TJTC was 2.1 points in the f u .1 sample. 2.2 points in clerical 
jobs. 1.7 points in retail jobs and 2.1 points m machine trades. Consequent- 
ly, the hypothesis that knowledge of an applicant's TJTC eligibility actually 
lowers most employer.' desire to hire the person is rejected. The positive 
effect of TJTC was small, however. 

This and the theory developed in chapter 3 suggest that TJTC eligibility 
may make a positive impression on some employers but a negative impression on 
others. It was hypothesised, for instance, that employers who provided speci- 
fic training would tond to avoid TJTC eliglLles. whereas employers who provid- 
ed general training would be attract<^d co them. One also may anticipate that 
TJTC's impact would depend on the credentials and experience of the job appli- 
cant. It may be hypothesized that TJT^. eligibilit) ^3 a negative for the 
candidate who otherwise looks very attract 've. and is a positive for a job 
candidates with limited education and job experiance. These hypotheses were 
tested by including interactions between a variety of firm and job applicant 
characteristic, and TJTC eligibility in the statistical mc-'el predicting 
Mring prlo .ty ratings. The coefficients and relevant statistics or. these 
variables are pres- ted in table 4.1. 

The interactions with applicant characteristic, ill be examined first. 
As hypothesized the Impact of TJTC eligibility wa. n.re positive when the 
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(t-statlstlcs dR3 In pd^o^^heb^b fo the mjht of the coefficient) 



Variable 


Ful 1 
S amp 1 e 


Clerical 
App 1 i cants 


Retal 1 
App 1 Icants 


Mach 1 ne Trade? 

Aon 1 I r^^n t«; 


TJTC-EI Iglble 




7.3 


(•5) 


-25.8 


(.7) 


13.2 


(1 .2) 


Interactions with Firm Ph^r 
















General Training 


8.0***(3.9) 




(1 .6) 


4.5 


(.7) 


9.2***(2.9) 


Sped f Ic Training 


- 2.2 (.8) ~ 


7.5 


(1.4) 


- 4.0 


( .5) 




( .6) 


Prqport Ion wel 1 Qual 1 f lal 


.6 (.1) 




( .1 ) 


5.5 


( .6) 


- 1,2 


(.3) 


Turnover Rate 


4,3** (2.1) 


4.4 


(1.2) 


5.8 


( .9) 


2.9 


(1 .0) 


Prqport Ion Supervisors 
Recruited Inter-^ai |y 


2.0 (!.]) 


4.3 


(1 .3) 


.9 


(.2) 


3.4 


(1.2) 


Ln Wage 


- 6.5» (1.6) 


2.3 


(.3) 


14.1 


(.6) 


- 8.2' 


(1 .5) 


Ln Establishment Employment 


.1 (.1 ) 


.4 


( .5) 


-.7 


(.6) 


- .3 


(.3) 


Pr;.j:ortlon Less Than 25-Yr-old 


1.1 (.3) - 


1.1 


(.1) 


2.5 


(.3) 


2.6 


( .4) 


No ProDatlonary Period 


- 1.8 (.b) 


1.3 


(.6) 


- 6.5 


(1.1) 


.2 


(.1 ) 


Probationary Period Gf 3M 


1.7 (.8) - 


.9 


(.3 . 


-2 4.1 


(1.4) 


.6 


(.2) 



Interactions with Applicant Chat 
No. Quits In Job History 
Assoc I ate Degree 
Mb Dropout 

HS 

Proportion Relevant work 
Exper I ence 

Typing Words/Minute 

No. of Machines 



2.2' (1.6) 
7.1***(3.6) 
1.8 (.0) 
.0 (.0) 

^.6 (1.2) 
.3* (1.7) 
(.6) 



7.6** (2.5) 
9.5***(3.0) 
5.5 (1.5) 
2.; (1.3) 

2. 'J (.5) 
.2 (1.1) 



^ Significant at < .10 level on a one tall-test. 

Significant at < .10 level on a two tall-test. 

»♦» Significant at < .05 level on a two tall-test. 

Significant at < .01 level on a two tall-tesf. 



1 .5 


(.3) 


.7 


( .4) 


2.7 


( .5) 


- 7.7** 


(2.5) 


4.3 


( .6) 


.5 


( .1 ) 


7.6* 


(1 .9) 


- 1.5 


( .7) 


6.7 


(.8) 


3.7 


(1.1 ) 
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applicant seemed to be poorly qualified. Compleriug a 2-year program aud 
getting an ..sociate Ueyree in a relevan. field raised a job seeker's ratmS 
by about 25 points 5f the person w„3 not a TJTC eligible, but raised the 
rating by only about 18 points it t^ie job seeker was a TJTC eligible. For 
clerical and machine trade jou. , TJTC helped the applicants with lesser 
amounts of schooling more than it helped the applicants with associate 
degrees. In fact, the regressions predicted that when a person with an 
associate degree put TJTC eligibility on their job application, it lowered 
their Chances of being hired. Bein, a fast typist was an important plus for 
all applicants for cleri... jobs but it was less important for those „ho were 
TJTC -eligible. Raving one or 'wo quits on one's e.aployment history was a 
negative for ^11 job apolicants. but was less of a negative for TJTC eligi- 
bles. The pattern of the coefficient, aat achieve statistical signifi- 
cance (except for the anouialous positive coefficient on high school GPA in the 
retail subsample) -upports the hypotheses. VJTC eligibility seemed to help 
compensate for characteristics that were generally viewed as negative (e.^. 
low typing speed or a high propensity .o quit), but did not help and may have 
hurt those who looked highly qualified. This may be construed as good news, 
for it neans that TJTC most helps those who need help u.e most. 

Most of the interactions between TJTC eligibility and characteristics of 
the firm were not statistically significant. The results did confirm the 
cent-.) hypothesis that, when the job description is held constant, the firms 
that Viewed TJTC eligibility in the most favorable light were the firms that 
did the greatest amount of on-the-job training in skills that are useful at 
other firms. A fir. that reported investing 50 percent of the employees' time 
in general OJT rated a TJTC applicant four points higher th.p a firm that 
reported not investing in general OJT. The effect is statistically signi- 
ficant ,t the .001 level In the full sample, at the .10 level (on a one-tail 
test) in the clerica .ample, and at th. .01 level in the machine trades 
sample. 

It was also hypothesized (see cnapter 3) that firms that invested a great 
deal in specific training might find the higher quit rates of TJTC eligible, 
an important negative and would therefor, assign lower hiring priority rat 
to TJTC eligibles. In three of the four -egressions, the coefficients on 
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specific trdinlnt were negative, as hypothesized, hut they were not statisti- 
cally significant. High turnover rates also seemed no be associated with 
viewing TJTC eligibles more favorably. The coeffi ent was positive in all 
four models and statistically significant in the fulx sample. Lower wage 
rates also seemed to be associated with viewing TJTC eligibles more favorably. 
The coefficient on the logarithm of the wage is significantly (at the ,1 level 
on an one-tail test), negative for the full sample, and negative for the 
machine trades sample. 

Th3 pattern that seems to emerge from these results is that TJTC had a 
more positive impact at firms that were already hiring the least qualified 
workers and giving them the additional training they required. These firms 
were used to dealing with the types of workers they perceived TJTC eligibles 
to be, and so being a TJTC eligible carried litnle or no stigiua. Holding the 
job description constant, TJTC's impact was less favorable at firms that paid 
high wages, had low turnover rates, offered little general training (i.e., 
expected new hires to already be trained), and concentrated their training on 
. ^ecific rather than general skills. 
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CHAPTER 5 

HOW DO EMPLOYERS FIND TJTC ELIGIBLES? 



Probably the second most important barrier to participation is the dif- 
ficulty in identifying and/or recruit. ng eligibles who are qualified for the 
firms' jobs. (The most important barrier is the belief that eligibles do uot 
make good employees). Data on how employers identified wh^.ch job applicants 
and/or new hires were eligible for TJTC are presented in tables 5.1 and 5.2. 

Table 5.1 oresenirs unweighted sample data on the primary method of 
identifying eligibles that was used by participating firms. Hiring selections 
were more likely to be influenced if the hiring decision maker had learned (or 
at least nad developed opinions about) which job applicants were eligiDle for 
TJTC. Consequently, table 5.1 distinguishes how information about eligibility 
was obtained when eligibility was kno-.^. crior to making the hiring decision, 
from how 'c was obtained when the eligibility of an employee was learned long 
after hiring. Table 5.2 weights the sample data by the number of TJTC hires 
known to be eligible at the time they were hired. 

5.1 Referrgls 

Referrals by the employment service, other agencies, and high schools 
were the primary or sole source of knowledge about TJTC eligibility for 50 
percent of the companies that hired only one TJTC eligible b-tween January 
1980 and September 1981, for 52 percent of the companies that knowingly (i,e., 
learned of job applicant's eligibility prior to hiring) hired more than one 
TJTC eligible in 1980-81, «nd for 56 percent of all companies hiring Tjtc 
eligibles after retroactivity was abolished in September 1981. Prior to 
September 19 , referrals accounted for 39 percent of all the TJTC hires who 
were known to be eligible prior to the hiring decision. After September 1981, 
referrals accounted for 49 percent of all TJTC hires. 

The employment service was given as the source of eligibility information 
by 17.6 percent of the employers who had Knowingly hired eligibles prior to 
September 1981 and by 19.9 percent of users after September 1981. The ERTA 
amendments eliminating retroactivity seemed to have increased the nmber of 
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TABLE 5.1 



PRIMARY METHOD OF '•'INDING OU. ABOUT TJTC ELIGIBILITY 







Multiple TJT^C Kli^^ibies 






Hired Only 


Hired in 80/81 


Hired 




One TJTC 


Learned 


Learned 


TJTC 




Eligible 
in 1980-81 


after 
Hiring 


before 
Hiring 


Eligibles 
after 9/ttl 



Referral Agency Told Company: 

Employment service 
High school 
Welfare office 
C 'TA/JTPA 
Other specified 
Agency not specified 

Subtotal 

Employment Service Came 
and Checked Workers 

Applicant Told Company 

Respondent or Staff Determined 
Eligibility 

Sent Applicant to Employment 
Service to Determine 
Eligibility 

A Company We Hired Determined 
Eligibility 

Total 



Number of Specific Answers 
Other (not specified) 
Don't Know 
Not Answered 



14.4 
8.2 
3.1 
7.2 
3.1 

14.4 

50.4 



0 

27.8 
16.4 
4.1 

2 .1 

100/. 



97 

7 

4 
13 



11.1 
7.9 
.8 
2.4 
4.8 
8.7 

35.7 



4.0 
24.8 

24.6 

5.6 

5.6 

100% 



12 S 
11 
13 
15 



17.6 
15.6 

C 

2.5 
1.5 
iD.l 

52.3 



1.5 
25. 1 

11.6 

6.5 

3.0 

100% 



199 
8 
15 
9 



19.9 
15.9 
.6 
3.3 
2.0 
14.6 

^6.3 



.7 

19.9 

14.6 
7.3 

1 .3 



100% 



151 
6 
3 
1 



'i.ie table is based on an unwelghtod count of employer reports of the primary 
method by which they learned of the TJTC eliKibility of particular new employees, 
The data are not weighted by the firm's probability of selection. 
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TABLfc: 5.2 
now TJTC ELIGIBLES AKE FOUND 



Referral Agency Told Company 

Employment service 
High schools 
ether specified 
Ai^ency not specified 

Subtotal 

Em^^loyment Service Came 
and Checked Workers 

Applicant Told Company 

Respondent or Staff Determined 
Eligibility 

Sent Applicant to Employment 
Service to Determine Eli^^ibiiity 

A Company We Hired Determined 
Eligibility 

Total 



TJTC Hires 


Known to Be Eligible 




When 


Hired 


Prior to 




Af ter 


September 


19bl 


September 1981 






28.5 


10.3 




8.3 


1.3 




4.7 


9 .6 




7.9 


39.2 






.7 




1.6 


36.0 




24.4 


11.7 




14.7 


11. 9 




«.3 


.6 




1.6 


lOO/o 




100% 



Niaaber of TJTC Hires Known 
to Be Eligible When Hiied 

Number of Known T.lTC Eligibles 
ironi Unknown Source 



1801 



161 



1045 



28 



The table weights the .-.sponses about the most, the second-most, and 
third-most important mechanisms of learning of a worker's eligibility 

p'LL^bimroMelll^i^n"^'" - ^^-'^ 
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employment service referrals of T.ITC eligibles. Employmeat service referrals 
accounted for only 18 percent of the know3.,g hires of TJTC eligibles jrior to 
September 1981, but accounted for 29 percent in the months after retroactivity 
was abolished. 

About AO percent of all TJTC certifications in calendar years 1980 and 
1981 were high school co-op students, so it is not surprising that high 
schools were described as the primary referral source by 15.6 percent of thc.e 
who knowingly hired more than one eligible and by 15.9 percent of those hirirg 
TJTC eligibles after September 1981.1 High school referrals (probably of 
co-op students) accounted for 10 percent of the knowing TJTC hires prior to 
September 1981, and for 8 percent after that date. Welfare offices were not 
reported to be an important referral source, and CETA/Job Training Partnership 
Act (JTPA) agencies were important referral sources only for small users. 

One of the most interesting findings in table 5.1 is the large number of 
companies reporting that a refe-iing agency told then of a new hire's eligi- 
bility for TJTC after they had selt-^.ted the employee. The question was asked 
3 years after the introduction of the program, so it is unlikely that these 
responses refer to eligibles hired prior to original passage of the TJTC 
legislation in the summer of 1979. In some cases, the delay in informing 
employers nay be due to the placement official or the high school co-o? 
teacher not learning about TJTC until after a p!, cement had bee. arranged. 
More probably, it reflects conscious decisions to withhold infor.aation about 
the TJTC eligibility of referrals until after the hiring decisions were made. 
There is anecdotal evidence that the staff of some labor market intermediaries 
^ere selective about informing employers of their clients' eligibility. The 
explanations given for such selectivity ar^ that (i) mentioning .he tax credit 
might have hurt the cHenfs chances to get the job, (2) the particular firm 
would hire clients even if it did not receive a tax credit, and that (3) TJTC 
eligibles were not the intermediaries' only clients and it would not have been 
fair to the non-TJTC eligibles to mentio.^ the subsidy. 

Some State Employment Security Agencies (SLSAs) attempted to market TJTC 
by offering to send a "f memmber to the firm to screen and certify pre- 
viously hired workers for TJTC eligiibiiity . Georgia is reported to have used 
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this marketing strategy in L980 and 1981. Important as it may have been in 
Georgia, this approach was c3 early not important in the areas of the country 
sampled by the NCRVE survey (Georgia was not represented). 

5.2 The Job Seeker 

The targeted employment subsidies that preceded TJTC — WIN, NAB-JOBS, and 
CETA-OJT — all necessitated agency referrals of eligible job applicants. With 
TJTC there are two other ways of bringing subsidy, employer, and job seeker 
together. Job seekers may inform employers of their eligibility. This may 
occur either at the job seeker's initiative (e.g., by placing the information 
in the comments section of the job application or by bringing the matter up 
during an initial phone call or the interview) o: in response to a direct 
question on the job application or In the interview. 2 

Twenty-five percent of the firms reporting r.ultiple TJTC hires in 1980-81 
and 20 percent of those hiring TJTC eligibles after September 1981 reported 
that their pri»,,ary method of learning ot a new hire's eligibility was being 
told by the applicant. Individuals who told the employer that they were TJTC 
eligi ;le accounted for 36 percent of the hiring of known eligibles prior to 
September 1981, but only 24 percent after that date. 

Only a small proportion of all unemployed eligibles seemed to volunteer 
information about their VJTC eligibility. The primary reason is that most 
eligible workers were unaware of TJTC's existence and/or their eligibility foe 
a voucher. In most states employment service offices do not routirel> inform 
the eligibles who do come for assistance that they are eligible (Macro Systems 
1985). The other barrier to this mechanism becoming important was the reluc- 
tance of many job applicants to advertise their TJTC eligibility for Tear they 
would be stigmatized. This reluclance may be justified. As mentioned in 
chapter 4, two experiments in '^hich TJTC-eligible welfare recipient's were 
trained to inform employers of their eligibility for a tax credit found that 
such training caused a statistically significant reduction in piaceme,\t rates 
(Burtless and Cheston 1981; Moran et al. 1982). 
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'J.3 The Employer : D^^in^J> Yourself 
\ third way in which eligibles can be identified is for firms--the 
organizations that most directly benefit from the tax credit-to do it 
themselves. This scenario envisions e.plcyers screening their job applica- 
tions for eligible individuals and then sending applicants who seem to be 
eligible down to the employment service for vuuchering and certification 
before or after the applicants are hired. Presumably, anticipating that one 
may be eligible for subsidy ana another is not will increase the probability 
that the first person is offered the job. 

Only 11.7 percent of the TJTC hires who were known to be eligible prior 
to September 1981 and 14.7 percent of TJTC hires after that date were identi- 
fied as probably eligible by the firm's own staff. Having another company 
screen applicants for eligibility was reported as a primary mechanism by only 
3 percent of the firms .hat knowingly hired more than one TJTC eligible prior 
to September ^.981. and accounted for an even smaller share of the TJTC hires. 
Only ..3 percent of .he firms hiring TJTC eligi.les after September 1981 used 
.norher fir. to identify eligibles. There was a tenderly In the period before 
September 1981 for those fir.s that identified TJTC eligiblity on their own or 
with the help of an outsid. firm to make their eligibility determinations 
att-r thi hiring decision. 

The use of family income and participation in welfare programs .s 
targeting criteria makes ic diffic.lt for employers to know who is eligible 
and thus prevents many employers from taking the tax credit into account when 
hiring. Only 7 percent of the firms reported that sending job applicants to 
the emplo-ment service prior to hiring was the primary mechanism of learning 
about eligibility. Only 8 percent of che TJTC hires after September 1981 were 
identified in this way. Probably the reason this strategy was not popular was 
that It delayed the hiring process and risked losing the worker altogether. 
Identification of eligibles by the employer (or an agent) was not as important 
a mechanism of identifying and certifying TJTC-eligible workers as might have 
been anticipated. 
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NOTES 



1. Referrals by high schools 
because high school co-op students 
for TJTC until Deccaber 31, 1981. 
of 1981. 



fii'J not diminish after September 19ai 
who were not low-incoine remained eligible 
Many such referrals were made in the fall 



2. Data on the source of eligibility information was obtained by coding 
so we do^not . Interviewers were not asked to probe theso aLwers.' 
so we do not know whether the information about eligibility was volunteered by 
the applicant or whether it was a response to a direct question, it s Ilso 
possible that the job applicants who volunteered that they were eligible were 

:r '° r ''^'^ r ^'^^ ^'^^ ''^^ ^^^^ ^^e firm requested TJTC 

eligibies. Consequently, the 25 and 20 percent figures are upper-boundarv 
esclmates of the incidence of applicants volunteering that they' were eUg1[ble. 
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CHAPTER 6 

IMPACT OF TJTC ON EMPLOYMENT AT SUBSIDIZED F 



The purpose of this chapter is to determine the impact, if any. chat TJTC 
has had upon the total employment of participating firms. The TJTC program 
has two primary goals: (1) to Increase employment ' of the disadvantage. 
workers in the ^....^ed categories and (2) to Increase th^ total number of 
jobs m the economy. An ideal program would function such that (1) and (2) 
exactly coincide; that Is. new jobs are created for disadvantaged workers 
without causing displacement of non targeted members of the labor force. In 
practice, a large nuBber of participating firms may either creare -.eted 
jobs only at the expense of nontargete. employment, or may Increase neither 
targeted no- nontargeted employment. 

The analysis of participation in TJTC reported In previous chapters and 
undertaken elsewhere (Bishop and Montgomery 1984. Montgomery 1982;) sugges^ 
that low take-up rates can be raised by more vigorous promotional efforts by 
local program administrators. 5ut would such efforts be worthwhile? Vigorous 
prom ional campa:gr.c are costly and should be conducted only if TJTC is cost- 
effective (i.e.. only if a reasonable proportion of the participating firms 
are being induced to increase their hiring of targeted workers and this hiring 
does rK-.t displace other similarly disadvantaged workers from their jobs). 

When a firm applies for a targeted subsidy, it may be (1) applying for a 
c^.dlt for an employee who was already a part of its labor force, or would 
nave been selected even if there had been no subsidy; (2) hiring a targeted 
worker for a job that w.uld have otherwise been filled by a non targeted 
wo.v-er; or (3) Hiring a targeted worker for a job that would not have existed 
m the absence of the subsidy. When the employment subsidy influences who is 
hired but not how many are hired, there is wlthln-fin. displacement of other 
workers. Because the workers displaced will probably be unskilled and may 
have almost as much difficulty finding job. as targeted workers, such an 
outcome is not as positive as the hiring of a targeted worker for a newly 
created job. This chapter examines the extent and nature of within-firm 
displacement. The specific questions addressed are as follows: 
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• ^hat Impacts do the TJTC and JTHA-O.IT programs have on the level 
of employraen- at participating firms? How much displacement ? 

4 What impacts do these programs hav. on the share of employees 
who are under the age of 25 at participating firms? '^o is 
ulsplaced? 

A subsidy prograa may influence employment in at least cwo ways. First, 
subsidies may lower by nearly 50 percent the marginal costs of certain types' 
of labor {i.e., tax-credit-eligible workers). This creates an incentive to 
expand employment. The incentive is greatest when the firm consciously tries 
to increase the share of the new hires who are eligible for subsidy, when the 
wages of these types of workers are a major share of total costs, and when the 
firm is able to substitute these workers easily for capital or other purchased 
inputs • 

A second effect of targeted employment subsidies on employment is through 
their effect on the working capital available to firms whose expansion is 
constrained by lack of access to capital markets. 1 When business is good, 
many (small) firms claim their expansion is constrained by lack of working 
capital. Any tax cut that benefits such firms will stimulate employment at 
those firms. Such increases in employment may, however, be offset by 
reductions in employment at other firms that compete with the firm that 
receives the tax credit or that must pay additional taxes. 

This chapter examines the effects of TJTC upon a firm's employment level 
by regressing the growth in the firm's employment in a given year on the 
growth in TJTC usage In that year and a vector of other firm and regional 
characteristics. The sign and statistical significance of the TJTC variables 
will be V -.ed to iudge whether the subsidy program induced par .cipating firms 
to expand employment. 

This chapter is organized into five sections. Section 6.2 discusser the 
specification of the models examining the impact of TJTC on employment growth. 
Section 6.3 presents the empirical results from the growth regressions. Sec- 
tions 6.A provides a discussion of the specification of the models predicting 
the proportion of workers who are young, and the results of the estimation 
results. Section 6.5 summarizes the findings and draws conclusions. 
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pcclfyin^ t he Employment Change Eq uation 
Assume that the growth of the jth firm's labor force over the relevant 
period, gj. contains an exogenous component, g^j. and a component induced 
by the subsidy, gr;. Th*>rpfnr«-- 



by the subsidy, gjy Therefore 
8j =8Aj + 8lj 



The exogenous component g^ may be greater than or less than zero. The 
null hypothesis to be tested here is that the subsidy-induced portion 
is zero. It Is Impossible to observe either component directly. Given the 
types of variables available to specify the growth equation, assume that g, 
was a function of a vector of firm characteristics. X. and characteristics^ 
its location. R. as follows 

8Ai - (Xi. Ri) 

The vector X of characteristics contains the following variables: 

. Whether the firm is unionized. Given the national trend in in- 
dustry employment, non union firms are expected to grow more 
rapidly than unionized firms. ^ 

. Size of the firm. Given the size of the local labor market (see 

su"p°r^eur:::^ '-''^ " '^'^'^ - ^ -astic il::: 

. A group of lnu...fy dummies. Since the measure of employment 
change is for 6 monf.. only, and the national trend va^^ITIe 

s ror the entire year, the seasonality of the industry will in- 
fluence the dependent variable. A set of dummies for seasonal 
industries was included to control for this. Other Industry 

umm es were included to control for differences tha ma" sys- 
tematically emerge for product classes: manufacturing goods 
services, communications, wholesale and retail trade! etc. 

A vector of characteristics of the firm's location. R. includes the 
following variables: 

^ Size of the local labor market. The l^roor u i 

^ 1. uiai.n.cL. me larger the absolute size nf 

• A set of locational dummies. 
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Theory suggests that the level of a subsidy iafluences the equilibrium 
level of a firm's employment. This implies that the dependent variable- 
change in employment at a lirm-should respond to changes in the number of 
subsidized workers available to and hired by the finn.2 The hypothesis that 
the subsidy-induced component, . was zero was tested by evaluating the 
impact of changes in the subsidy usage on employment growth. 

How does the hiring of subsidized employees influence the composition and 
level of a firm's employment? The answer to this cuestion depends on three 
things: the proportion of subsidy eli^bles hired who are retained, the 
extent to which subsi-Uzed employees displace unsubsiaized employees, and who 
is displaced. Figure 6-1 illustrates the relationship for the 'j'th firm. 



Subsidy 

Eligible 

Hires 



R etention ^ 



Subsidy 

Eligible 

Employment 

at "j" 



Displacqnent 
(-) 




(+1) 



Noneligibles 
Under 25 a t " j ' 



(+1) 



Noneligibles 
Over 25 at ".f 



(+1) 



Total 

Employ- 
ment 

at 

Firm 



Figure 6-1. Relationship for the jth firm 



Not aii of the subsid; eligibles hired during a year have been retained at the 
end of that year, so d(Subsidized E mpl) , dSE 

d(Subsidized Hires) dSH"" ^ ^' ^ome of the subsidized 

employees will displace workers not eligible for subsidy, as follows: 



(1) dE . (1 - dNE) 
dSri dSE 
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6.3 Econometric Evidence tor 1981 , ind 82 
The 1982 NCRVE employer survey is a rich source of da' a on the use of 
targeted emp.oyn.ent subsidies. It provides data on the use of tax credits 
(TJTC and WIN) for 3 different time periods: calendar 1980. the first 9 
months of 1981. and the period from October 1981 until the date of the 
interview. Data on the use of CETA or JTPA on-the-job training contracts are 
available for calendar 1980 and for the period from January 1981 to the inter- 
view date. For the tax credit programs, we can identify how many of the TJT- 
eligibles were certified, how many were known to be eligible when hired, how 
many were referred to the employer by a school (and therefore wero proba.ly 
co-op students), how n,any were referred by the employment service, and how 
many were identified by the firm itself. Data on employment at the company 
are available for the following dates: July 1980. December 1980. July 1981 
December 1981 and the date of the interview. 

It is important that the Interval over which the hiring of subsidized 

employees is measured corresponds as closely as possible with the interval 

over which growth is defined. Consequently, the analysis of employment growth 

examines time periods that begin in December 1980. When employment growth 

between "^ecembe. 1980 and December 1981 is analyzed, the subsidy variable is 

th3 TJTC and WIN certif icrtions obtained during the first 9 months of 1981. 

Wh r. employment growth between December 1980 and the interview date is 

analyzed, the subsidy variable is based on certifications obtained during that 
period. 

The level of subsidy .se is assumed to influence the level of employment. 
Consequently, changes in employment will be a function of changes in the use 
of the s..K.idy program. Three different specifications are employed as 
follows: * 

(2, . ,,T^ , ,^X^ , ^ ^ ^^^^^^^ ^ ^ ^ ^ 



(3) 
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where 



E80. E81 = employment In December 1980 and December 1981 .respectively; 

TJTC80. TJTC81 - the number of TJTC certifications m 19«0 and In ehe 
first 9 months of 1981; 

^ JaLZlSso' CETA o jTPA-OJT-subsldl.ed hires between 
January isau anJ the interview date; 

SnB79 * the sura of TJTC WIN pnH rPTA-niT v -i. 

loiv., wiiv ana CbTA-OJT subsidized hires in 1979; 

' ^ IsVeZT,; '^^'^ °' ^"'^^^^^^"^ P-i"^ Which growth 

E79 = the average level of employment in 1979 measured in the first wave; 
NEWH81 = the number of new hires in calendar 1981; and 
X = a vector of characteristics of the r.,,:pany. 

The first specification assumes that the proportionate rate of growth is a 
function Of present and lagged ratios of subsidized hires to employment. If 
subsidy use causes the fir. to increase employment, we would expect a,, b, 
and a3. C3 to be positive and 34. b4 and C4 to be negative! 

ordinary least squares (OLS) estimates of equation (2) will be unbiased if 
Whether the firm participates and the nu.ber of subsidized hires obtained by 
companies that participate are exogenously determined by (a) knowledge of the 
program, (b; beliefs about th,3 productivity of eligibles. and (c) the referral 
policies Of the agencies that place disadvantaged workers, and a.e not 
influenced by the actual growth experienced by the company. 

The numbe, of subsidized hires in 1979 and 1980 .re predetermined, and 
the model includes a control for employment at the beginning of the oeriod 
over M,ich ^owth is defined, so these variables are not a source of ' simul- 

^.^T^Sr i-lusion Of 

— ^ and in the model. If greater employment growth during 1981 

tends to increase TJTC81/E and JTPA/E. the coefficients a, and a3 mav be 
biased in a positive direction. 3 
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^-^Q"Q^£lri_Lii^ ^^^^ce fo r__l081 a no fe2 
The 1982 .CKVK employe, survey a rich source of data o. of 
tarKeted employment s.b.idles. It provides data on the use of tax credits 
(TJTC and WIN) for 3 different time periods: calendar 1980. t',e first 9 
nonths Of 1981. and the period from October 1981 until the date of the 
interview. Data on the use of CETA or .,TPA on-the-job training contracts are 
available for calendar 1980 .nd for the period from January 1981 to the inter- 
view date. For the tax credit --ograMs . we can identify how many of the TJTC 
eligibles were certified, how many were .no., to be eligible when hirea. how 
n>any were referred to the employer by a school (and therefore we^e probably 

co-op students), how many wer^ reforrpH hv ^ i 

wLi. rercrred by the employment service, and how 

.any were identified by the firm itself. Data on employment at the compan. 

are available for the following dates: July 1980. December 1980. July 1981 

December 1981 and the date of the interview. 

It is important that the interval over which the hiring of subsidized 
employees is measured corresponds as closely as possible with the interval 
over which growth is defined. Consequently, the analysis of employment growth 
examines time periods that begin in December iOGO. When employment growth 
between December 1980 and December 1981 is analyzed, the subsidy variable is 
the TJTC and WIN certifications obtained during the first 9 months of 1981. 
When employment growth between December 1980 and the interview date is 
analysed, the subsidy variable is based on certifications obtained during that 
period . 

The level of subsidy use is assuced to influence the level of employment. 
Conse<iue,uly. changes in employment will be a function of changes in the use 
the subsidy program. Three ditferen, specifications are employed, as 



fol luws : 
(2) _E81~£80 

^ — 7^ ' — -: a-^— - ::. + a/.j 

E79 



(3) 



98 



ERIC 7/ 



where 

£80, E81 . c.pK,y»e„t In December 1980 and Deconber 1981 ,r„,pect l.«ly; 

TJTCSO. T.,TC81 . u,e „„„ber of XJTC certifications In 1,80 and In t..^ 
fi- *• ^ -^ontrhs of 1981; 

^ITPA the number of , or J-PA^OJT^subs idized hires between 
January 1980 and the interview date; 

SUB79 =« the sura of TJTC WIiV ^inH ppta n tt u -j^ 

Av^^v., wiiN and v.hTA-OJT subsidized hires in 1979; 

E79 = the average level of employment in 1979 measured in the first wave; 
NEWH81 = the number of new hires in calendar 1981; and 
X = a vec;or of characteristics of the company. 

The first specification assumes that the proportionate rate of growth is a 
function or present and lagged ratios of subsidized hires to empl.y.ent. If 
subsidy use causes the firm to increase employment, we would expect a^ . 
and a3. b3. 03 to be positive and ^2, b.. C2 . a,, b^ and 04 to be negative, 
ordinary least squares (OLS) estimates of equation (2) wiD be unbiased if 
whether the firm participates and the nu.ber of subsidized hires . ^ained by 
companies that participate are exogenously determined by (a) knowledge of the 
program, (b) beliefs about the productivity of eligibles. and (c) the referral 
policies of the agencies that place disadvantaged workers, and ar. -ot 
influenced by the actual growth experienced by the company. 

The number of subsidized hires in 1979 and 1980 are predetermined, and 
the model includes a control for employment at the beginning of the period 
over ^.,ch growth is defined, so these variables are not a source of simul- 

;jT"c1r ''7,,J"' ^nclus.on of 

r~ ^"'^ — ^" If greater employment growc^ ...-ng 1981 

tends to increase TJTC81/E and JtpA/B. the coefficients . and a3 ma^- .e 
biased in a positive direction. 3 
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The second specification assumes that rates of growth arc a function of 
the lagged ratios of subsidized hires to employment and of present ratios of 
sahsldlzed hires to new hir... Those ,.o<lels .ire estimated on the subsampl,. of 
companies that nad at least one new hire in 1981. OLS estimates of eqviation 
(3) will be unbiased if the ratio of subsidized hires to new hires Is not 
affected by the rate of growth of employment during the time period. G.-owth 
has a direct impact on the number of new hires required, so unless the number 
of subslaized hires increases proportionately with the tota] number of new 
hires .-ithout lncrea:-nc marginal costs of recruiting qualified TJTC 
ellgibles, growth will tend to have a negative effect on TJTC81/NSWH81. This 
may result in b^ being biased in a negative directio 

The third specification employs two-stage least squares. Instrumental 
variable estimates of equation (3) are obtained by regressing growth on pre- 
dicted rather than actual values of TJTC80/E and JTPA/£. These results are 
discussed at the end of this section. 

Ml of the models allow subsidy usage in 1980 and 1981 to have a dimin- 
ishing impact on employment growth as the level of subsidy usage grows. The 
marginal inpact of TJTC and JTPA usage on growth is assumed to be a step func- 
tion that has a discontinuity at TJTC80/E (or TJTC81/E or JTPA/E) equal to 
0.5. In order to minimize colinearity, the TJTC variables are defined as 
f o 1 lows . 

• TJTC80/E LT.5 = min(.5, TJTC80/E) 

• TJTC80/E GT.5 = TJTC80/E - TJTC20/E LT.b 

• TITC81/E LT.5 = min(.5, TJTC8i/E) 

• TJTC8I/E GT.5 = TJTC81/E - TJTC80/E LT.5 

It is hypothesized that the coefficients on the upper portion of the 
splines (the second and fourth variables) will be closer to zero than the 
coefficients or the lower portion of the splines. 

Tables 6-1 and 6-2 report our estimates of the impact of the two subsidy 
programs on 1981 employment growth. All models Include a long list of control 
variables measured in the first wave ,.f the r..:rvcy al^e of establishment, 
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TAJBLE 6.1 



IMPACT OF TARGETED EMPLOYMENT SUBSIDIES ON EMPLOYMENT GROWTH 
(Share of Employment Specification) 



cx 
o 



Eraployroent Growth 



Subsidized Hires in I979/(eiiipI) 


-.085** 


(1 


.8) 


-.091***(1 


•9) 


TJTC Certifications in 198f'/(empl) 








-.064 (1 


• 1-) 


198U Certif. up to .5 
1980 Certif. above .5 


-.250** 
.022 


(1 
( 


• y) 

• 8) 






TJTC Certif. in 198l/(einpl) LI. 5 


.334** 


(2 


0) 


.299^^* (1. 


8) 


TJTC Ceitif. in I98I/(empl) GT.5 


-.055 


( 


5) 


-.057 ( . 




JT»'\-OJT Hires in 1980-82 /(empi) LT- S 


.086 


(1- 


0) 


.074 ( . 




R-square 


.08() 






.08i) 





12/80 



Interview 



-. 173***(2 . 7) 
-.084 (1.2) 

.285*" (2.1) 

-.036 ( .5) 

.07a ( .7) 
.097 



* p < .10 on a one-tail test. 
** p < .05 on a one-tail test. 
*** p < .01 on a one-tail test. 

NOTE: The numerator of the 1981 certification/employment variable is TJTC certi f Jc, M on. in ^h, f . q 
.onths Of 1981 when Dece.ber-t^Dece.ber growth is Z dependent vaJtab c nd ea Ion bet^ce, 

clZZl " interview date when growth during that sa.e period is the dependei va ab e The 

complete set of control variables Included in the regression is provided In table 6 6 
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BEST COPY AVAILABLE 



TABLH 6.2 



IMPACT OF mCHThb EMPLOYMENT SUBSIDIES ON EMPLOYMENT GROWTH 
(SKare of Mew Hires Specification) 



Employment Growth 



12/80 - 12/81 I2/30-Interview 



Subsidized Hires in 197y/(empi) 


-.108** 


(2 


.14) 


-.172***(2 


.51) 


TJTC certifications in 198U/(empl) ) 


-.059 


(1 


.17) 


-.088* 


(1 


.32) 


TJTC certifications in 1981/(new hires 81) 


.025 


( 


.50) 


.00 


( 


.02) 


JTFA-OJT-subsidized Hires in 1980-82/( empi) 


.045 


( 


.27) 


.01 


C 


.05) 


JTPA-OJT up to 0.5/(empi) 


-.075 




.3z; 


.02 


( 


.07) 


R-squdre 


.llj 






12b 





NOTE: The sample ^'s limited to firms that hired at least one new employee 
during I98i. The numerator of the 1981 certification/new hires variable is 
TJTC cei tif ications in the first 9 months of 1981 when December-to-December 
growth is the dependent variable, and is certification between January 1981 
and the interview date when growth during that same period is the dependent 
variable. The complete set of control ^^ariables included in the regression is 
provided in table 6.6 

* p < .10 on a one-tail test. 
** p < .C) on a one-tail tesl. 
*** p < .01 on a one-tail test. 
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turnover, percent cf the work force und.r 25, percent unskilled, perceat 
unionized, dummies for industry, 18 dummies for location, and expected rates 
of employment growth-and a shorter list of firm characteristics obtained from 
the second wave of the survey-growch rate of unit sales, change in unioniza- 
tion, and the deviation of the firm's wage from an amount predicted by an 
equation controlling for occupation and employee background characteristics. 
The definition, means, and standard deviation of the variables included in the 
model are in a table 3.1. 

The results of estimating equation (2) are reported in table 6-1. The 
results do not seem to depend on which time period is examined. A large, sta- 
tistically significant positive coefficient is obtained on 1981 TJTC hires up 
to one-half of employment, and a statistically significant negative coeffi- 
cient of almost equal magnitude is obtained on the corresponding variable for 
1930. The result can be interpreted as support for the hypothesis that em- 
ployment change responds to change in subsidy use. The coefficients on the 
upper portion of the spline are much smaller and not significantly different 
from zero. This implies that once the number of subsidized hires reaches one- 
half of the firm's employment, further increases in subsidized hiring have no 
impact on employment growth. Subsidy use in 1979 (not splined) also^had a 
statistically significant negative impact on 1981 employment growth. None of 
the coefficients on the variables measuring the use of JTPA are statistically 
significant, and they are all very close to zero.^ Taken at face value, the 
coefficients on 1980 and 1981 TJTC variables imply that, as long as TJTC hires 
did not exceed half of the firm's employment, each 10 TJTC nires by a firm 
increased its end-of-year employment by about 3. They further imply that 
employment essentially returns to its previous level by the end of the 
following year. What do these coefficients imply is the magnitude of dis- 
placement? Only about 60 to 75 percent of TJTC hires are probably at the firm 
at the end of the first year. Rememberins equation (1), the implied rate of 
within firm displacement ranges from 0.5 to 0.6. 

The results of estimating equation (2) are reported in table 6-2. Co- 
efficients on the ratio of 1979 subsidized hires to employment and the ratio 
of 1980 TJTC hires to employment are negative, as before, and are almost as 
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staUstic.Uy sl.nificuu. They i.ply .hat .reator us. of T ITC .n ye.r l 
results m lower growth rates In years t.l and t^2. When subsidized hir.n.> .„ 
1981 is norn^allzod by new hires rather than hy e.ployn.ent the coeff. .e.ts 
drop to zero. These results ar. quite different fro. those reported n ,able 
6-1. The differences are no doubt due to the fact that simultaneity bias 
operates in opposite directions In the two nodels. '^en confronted with such 
results as these, all that can h. said that the true impact of TJTC hir.s 
on employment at the end of the year is probably somewhere between 0 and 0.3. 

Because dependent variables are proportionate -ates of growth the 
residual variances of the models are greater for s.all establishments than for 
larger establishments. This produces a heteros.ed. 3. Icity problem that 

reduces the efficiency of estlmarPQ anH ^u,^ u- 

estimates and that biases estimates of standard 

errors. Statistical models of the log of the residual variance were 
estimated, weights were constructed for each observation based on the 
predicted residual variance, and then the models were reestimated. T^e 
results as presented in table 6-3 show that the coefficient on the .ey subsidy 
variables did not appreciably change. 

Two-Stage Least Squares (2SLS) Estimate^ 

Because level „f subsidy usage is potentially endogenous, estimates of 
TJTC's impact on employment growth may be biased. A firm cannot participate 
unless it has a. least one new hire, and increases in the number of new hires 
raise the probability of encountering, hiring, and certifying a TJTC eligible. 
The firn-s growth rate, in turn, influences the new hire rate. As a result, a 

circle of causation may exist I'n ,,k;.-k ^ i, j 

ay txist in which subsidy use increases growth, growth 

increases new hires and new hires inrr..^e« w -j 

new nire, increase subsidy use. Figure 6-2 represents 

.he .au.al cede ,ust described. To represent the syste. of 8 simultaneous 
equations were estimated. The endogenous variables of the system were as 
f ol lows : 

• New hire rate in 1981 

. F.mployraent growth Dec. 80 to the interview date 

. Employment growth Dec. 80 to .he interview (if .ositive els. 0) 

• (TITC subsidized hires Jan. 81 to int erview/empl ) LT.5 

• (TJTC subsidi:^ed hires Tan Rl i-n ir.^ j / 

,ian. «i to Intervlew/empl) GT.5 
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t JrPA hires Jan. 79 to mterview/empl 

t (JTPA hires Jan. 79 tc; interview/ erapl) LT,5 



Actual Sales 
Planned Growth 
of Employment 



New Hire 
Rate 



Actual 

Employment 
Growth 




Proper t ion 
baaer 23 in 1980 



Proportion 
Under 25 in 1982 



Fig^jre b-2. Representation ot the causal circ e 



Ins 



ERIC 



84 



TABll 6.3 

IHPACI or TAKGhTfcD CMPLOYMEN) SUBSIOIES ON EHPlOYMtNl C^^Ur^^n 



(WpiQhted Models) 



oc 



S^are of Employment Models 
Sub. Hires l979/(emol) 
TJIC Certifies! 1980/(emol) 
TJTC Certified 1980/(emoi) LT.5 
TJTC Certified 1980/(emol) 6T.S 
JTPA-OJT'(efTol) LT.S 
R-SQuare 

Wts. Coefficient of Vanation 

Share of New Hires Hodeis 
Sub. Hires 1979/(en©l) 
TJTC Certified 1980/{empl) 
TJTC Certified 198I/(new hire) 
JTPA-OJT/(eno]) 
JTPA-0JT/(en«1) LT.5 
R-SQuare 

Wts. Coefficient of Variation 



D < AO on a one-tail test. 
D < ,05 on a one-tail test. 
P .01 on a one-tdil test. 



Only 



\2^S0 - 1?/81 ' 


12/80 










Size 








HociU led Ful 1 




Modified 


Full 















-.1/6*** 


(2.7) 


- .131** 


(2 C^. 


-.135** 


{2A] 














-.066 


(.9) 


- ,074 


(.8) 


-.110 


(\ 2) 














.251** 


(l.y) 


.242** 


(1.8) 


.238** 


(1.8; 














-.031 




- .022 


(.5j 


- .016 


(.3) 














.on 


(.6j 


.037 


(.3) 


.Co8 
















.095 




.09^ 




.083 
















.11 




.27 




.29 




.088* 


{\6) 


-.136*** 


(3.6) 


-.120*** 


(2.9) 


-.160** 


(2.2) 


-.187*** 


(3.1) 


-AU 


(2.7i 


,043 


(l.O) 


-.080* 


(1.4) 


-.083* 


(1.4) 


-.076 


(1.2) 


- .107* 


(1.4) 


-.129 


(i.bj 


.002 


(.0) 


.047 


(.9) 


.034 


(.6) 


- .004 


(.1) 


-.008 


(.2) 


-.006 


(.1) 


.075 


(.5) 




(.8) 


.071 


(.S) 


.060 


(.3) 


.12u 


(.8) 


.081 


(.5) 


.048 


(.2) 


-.107 


(.6) 


-.083 


(.^) 


-.021 




-.134 




-.074 




.116 




.102 




.100 




.113 




- !Ub 




.113 


.21 




.34 




.37 




>2u 




.27 




.30 
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The ,„.,U,>, Of the 2SLS esU^tes o£ a stractar.l .odel d..e„<i, crltlc- 
•Uy on the instrument., that are available. EstLates of the tapact of aub- 
aldy progra.a on e.ploy.ent growth d.pend on having exogenous predictors of 
su sidy usage that are not Influenced by turnover and growth and that alao do 
not have direct Impacts on turnover and growth. The variables that serve thla 
function are du.., variables for urevlous use of s..sldy programs, government 
or employer organisation Initiated contacts about TJIC or CETA/JIPA and offers 
of T.TC or dXM referrals, previous use of the e.plo^ent service, membership 
in a local business organisation, existence of a personnel department In the 
firm, the perceived amount ef paperwork re,ulred to obtain ,n OJI contract 
and a variable for negative attitudes towards government and interactions 
between government Initiated contacts, as well as and the followl,^ charac- 
■ «erlstlca ot the employer establishment sl.e. firm size, skill requirements 

probationary period, percent under age 25 In 1980 . 

, previous use of subsidies 

and msmberahlp In a business organization. 

»f tbe 2SLS estlm..ea of equation (4, are presented In table 
6^4. Coefficients on 1,81 subsidy use (up to half of e.ploy.ent)are positive 
larger In magnitude but no longer statistically significant. Coefficient- 
on 1981 subsidy use (above half o' employment) are now negative, large In 
«Hnltude. and In one case statistically significant. The coefficients are 
also positive for .TPA use below half of employment, negative for use above 
half of employment and are also not significantly different from zero. 

the 2S,.r"a T '^"'^"^'"^ 'or 

the 2SLS models. These efforts have clearly failed to produce believable 

estimates of the structural impact .f targeted subsidies on employment 

.rowth. Despite the probable biases, the OLS estimates of equation (2) and 

equation (3) probably provide better estimates of the Impact ,f subsidy 

programs than the 2SLS result c; Th<c 4 n 

results. This implies that displaceirent rates lie 
somewhere between 0.5 to 1.0. 

S££!!°ia;ic Evidence on the "■^rlHaSnt^f_°the^W;Oor^ 

lncom!'""tr" "Sb- 
^ncome you h are Probably good substitutes for each other, young worker, might 

be more likely to be displaced by TaTC-aubsldlzed hires than older workers. 
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TAELE 6.4 



TWO-STAGE LEAST SQUARES MODELS OF 
TllE IMPACT OF TARGETED EMPLOYMENT SUBSIDIES 



Subsidized Hires in I979/(empI) 

TJTC Certif. in I980/(empl) 

Pred. (TJTC Cert if. in 19SI/(emp]) LT.b 
Pred. (TJIC Certif. in 1 981 /( ernpl) GT.5 
Pred. JTPA-OJT/(empl) 
Pred. JTPA-OJT/(emp]) LT.5 
Pred./empJoyment growth 
Pred./empl. growth > zero 

R-square 



* p < .10 on a one-tail test. 
** p < .03 on a one-tail test. 



*** 



P < .01 on a one-tall test. 



Empi. Growth 
12/80 - 12/81 

-.134** (1.9) 

( .3) 



.894 
. 61:) 
.390 
.7^8 



.086 



( .9) 

r 1 . n 



Empl. Growth 
12/80 - 4/82 



-.260***(2 ,6) 
.00 {0,r^) 
^9{)b (1,1) 

-.770** (1,9; 

-.97b (1.0) 

l.U (1.2) 



.09^ 



Percent under 
Age 2 5 



.034 



C .7) 



.044 ( .1) 
.038 ( .2) 



.191 

• ^)57 
.135 
091 



( .7) 
(1.32) 
(2.5) 
(1.3) 



li 0 
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TABLE 6.3 



IMPACT or TARGETED EMPLOYMENT SUBSIDIES 
ON THE SHARE OF THE WORK FORCE UNDER AGE 25 



Knowledgeable TJTC Hires 1980-«2/(empl^ 
LT.5 
GT.5 

Subsidized Hiring 1979/(empl) 
LT.5 
GT.3 

JTFA Hiring 1 980-82 /( empi) 
LT.5 

Emplo>Tnent Growth 1980-82 
(5.3) 

Proportion under Age 25 ir 1980 
R-squaie 



Level 
Model 



.138*** (2.3) 
.009 ( .2) 



.065* 
.016 

.047 

.080 



(1.6) 
( -3) 

(1.2) 
(i.O) 



.067*** (5.1) 



Change 
Model 



.094*** (2.7 
-.003 ( .1) 



-.094*** (2.7) 
+.003 ( .1) 



.072*** 



.829***(72.9) I. 000 
•716 .051 
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This hy,„,Kesls can c..... b, „,„i„,„, , 
employment of youth. 

The NCRVE emp^oyer 198. survey asked 2 questions about young workers: 
•Approximately uh,..t percen^ge of your work torce is under 25 years of age?" 
and "TWO years ago. approximately what percentage of your work force was under 
25 years of age-' These proportions were then modeled as a part of the 
following recursive system xn which e.ploy^ent growth over the time period was 
tatcen as predetermined: 

(.) PrLT2582 = d^P.-mSgo + d^KKTJTC + d3JTPA h- d^SUByS ^ d sE82--E8Q + d^X + wl 
where 

^'■^^^2582 (80) = the proportion of the establishment's work force that is 
under 25 years of age at the time of the interview (two 
years before the interview); "-t^rview (.two 

= .nown TJTC eligibles hired between Jan. 80 and the interview 

L82_-L80 . the growth of establish.nenL employment between July 198u and 
"'L/t^:^^:: tUlt'''' ^-^-^^^ ^-^^ °^ -ployment 



The specification has many similarities to the equation (2) model of em- 
ployment growth. With only a few exceptions, the X vector is the sa.e as that 
used to estimate equations (2) and (3). The most important difference is the 
use of knowledgeable TJTC hires rather then total TJTC hires to construct the 
key subsidy variable. This choice was made because knowing which job 
candidates are eligible for TJTC when the hiring decision is made seems to be 
essenti.i if T,TC is to have a ,aajor i.pact on the character of a firm's work 
force. Such knowledge is also one of the ingredients of being an aggressive 
user of TJTC. 



AS before, the hypothesis of diminishing returns is tested in this model 
by speciiyin. that the marginal i.pact of subsidy use on the youth share of 
employment is a step function with a biea. at subsidised hires/employment = 
0.5. The results of estimating equation (5) ,y ordinary least squares are 
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presented in the first column of tahlp ^ ^ . 

pr..e„t.d 1„ the second col„™ „f table 6-6. ^ 

The coefficients on knowledgeable TJTC ,age to 0 , 
highly significant. Coefficients on the ="Plo3«ent are 

JTPA use .re n . """^ ''Pi'"' on 

"uoi: —"-ant. .be resnlts .a, be s™.arl.ed a, 

* ~T tZl.t:'"' °" '""'^ °f -Ployent than do 

• The Impact of TJTC on youth's ^h^r^ 

al-ost to .ero .ben the lb r'-'rLowleT aTie'J 

exceeds half of the firm's e.ploy.e« ^"^ '"SlWes 

Knowledgeably hiring 10 extra TJTC ellglbles when TJTC h, 

for less than half of the firm', „ , responsible 
employment: ' 'f'"" » yon.h 

• -""="°"^:-^ra']d°r:"L^:bs"i:r-o:jr"" 

• Z^Z7ii -e':;inf"5::ra:aiubi.^^ — 

assume that 10 TJTC hlrL youth- For example, 

21 percent of a" emp oyees In the""' Ti'"'"'" 

;xpanslon of the firm' t^":f:re'^.:-r:„l« o"l/;o"bff:J' 

• "el:irro"?\^r::;,- :r:-\-»;- - -nds to raise 
by .10 raises growth by o!of which """" ''"'^'^ 

llZuT. "-e';..'ry"o:?;'^:bs"tJi^-h^Li3 
• -^tr5"ncleat^'Ej-:;are-p\i;ln:: - ™ 
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TABLt u.e 



'PACr OF TJ ft ON EMP^OrWENT 3R0W Th ANO THf 
CF THL WORK FORCE uNDEK THE Abe 'JF 25 



Program Variables 



Change In TJTC certifications by firms 
trying to select TJTC el Iglbies 

Change In knowledgeable TJTC ceTtl. 
up to 0,5 
above 0.5 

Le^'el knowlecJgeable TJTC hiring 
up to 0.5 

above 0.5 

Subsidized anpl In 1 97^y 
up to 0.5 
above 0.5 

Level of JTPA OJT 80-8? 
up to 0.5 

Changes In Demand 

Change In employment 

Change Inempl. If positive 

Change In sales 

Change in sales If posltlvf^ 

Planned Increase in empl. UOO's) 

Planned proportionate Increase 1- eripl. 

Other Employer Characterist ics 

Share under Age 25 In 1979 

Log estab. empi • in 1980 

Log estab empl. In 1980 > 50 

Log ratio firm/estab. empI . 

New hire rate « 1979 

Quit rate - 1979 

Induced quit rate 1979 

Layoff on ability rate ~ 197Ci 

Oi smlssal rate - 1979 
Proportion ski I led 

Proportion part-time 

Residual log wage 

Log cost of machinery 

F'exibl I Ity to fire 

DI f f icult to fire 

Layoff based on senlc'ty 

No probationary period 

Log length probationary period 

Dummies for I ndustry 

Dummies for Location 

R-square 

Standard Error of Estimate 



EmpI oymen t 
Growth 



.165^ 



(2,26) 



-.121 (1.26) 
. 244 (1. 34 ) 



+ .494***(d. 73 ) 
-.538***(5. 16) 
.075***(4.94) 
• 010 (1,28) 



.C53*»* 
.024 

.001 
.053 
.033 
.239 



(6.79) 
(1.42) 
(.10) 
(.80) 
(.38) 
(1.25) 



.062*»»(3.30) 
.5 62**»(3.12) 



.018 

.060** 

.030 

.004 

.049** 

.046** 

.024 

.067** 

.024** 



(1 .21 ) 
(2.43) 
(1 .58) 
(1.01 ) 
(2.51 ) 
(1 .96) 
(1 .07) 
(2.03) 
(2.25) 



X 

.1243 
.31 2 



Change in 
Shrtre under 
Age 25 



.092*** 

.002 



(2.61 ) 
(.06) 



.074* 

.025 
.017 
.01 5 
.010 
.004 



(5.35^ 
(1.1b) 
(.64) 
(.49) 
(1.42) 
(1.15) 



.01 2***(4.22) 



.001 
-.084 
.008 
'.062 
.01 2 
.123 
.004 
.010 
.01 4 
.00 
.001 
.011 
.007 
.OOS. 
.004 



(.20) 
(2.72) 
(.19) 
(.70) 
(.13) 
(1.47) 
( .62 ) 
(.84) 

(1.31 ) 
(.12) 

(1.06) 
(.68) 
(.62) 
(.72 ) 



bfiare of 
EmpI . under 
Age 25 in 19d2 



y 

.0533 
, » 45 



+.138* 



(2.33 ) 







.009 


( .24) 






-.065 


(1 .59) 






.016 


(.28) 


.053 


(1.29) 


.047 


(1.18) 


.108 


(1 .31 ) 


-.081 


(.98) 



.067* 
-.014 

.014 

.018 
-.010 

.005 



(5.13) 
(.91 ) 
{ .55) 
(.62) 
{ 1 . 50 ) 
(1 .56) 



.829***(73.62) 
.01 3*** (4.87) 



+ .003 
-.052* 

.009 
-.094 
-.013 

.118 

.003 

.012 
-.0?0** 
-.002 
-.006 
-.004 
-.012 
-.006 
-.005 



(1.17) 
(1.73) 

( .22) 
(1.09) 

(.15) 
(1.45) 

(.44) 
(1.11; 
(2.33) 
(1.25) 

(.64) 

(.38) 
(1.13) 

(.39) 
(1.14) 



.7164 

.140 
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• If the true impact of Increased subsidy u8e on employment growth 
18 0.^, and d5 remains the same, 10 TJTC hires will 
create a total of 2 additional jobs at the company and youth will 
get all of them. 



If the tue di "0.1 and d^ remains the same, 10 TJTC hires 

It^lldTnn ^'°Pl°y°«"'^/t the company by 1.71 but total employment 

by only 100 so tne employment of non youth at the company will 
decline. 



• If the 10 TJTC eligibles the fina certified were not known to be 
eligible at the time of hiring, there are only indirect impacts ou 
i.he numbers of youth employed at the company. If a^ - .3, 10 
TJTC certifications increase youth employment by 1. If'ai' - ,2 
10 TJTC certifications increase youth employment by .67. 



6 . 5 Summary 

What do these results tell us about the size and composition of within- 
flrm displacement? Displacement rates are related to the empirically 
estimated impacts of subsidized hiring on the employment of youth by the 
following implicit function: 



(6) d(Empl Youth) . dKY . /dSEY - dNEYs^ 
d^Sub Hires) d?Tl ^dST dSE~^ " 



where 

- the proportion of subsidy eligibles at the comany who are young, 
the share of -;i TJTC hires who are young is 0.75; 

^«EY . the rate of displacement of noneligible youth; 

Tg - the proportion of subsidized hires during a period who are sLiJl 
o!nnfo?7 5)!'^ ""^^"^ ^"'^ °^ (probably between 

We now have estimates for 3 of the 4 terms in equation (6). Assuming 
that 75 percent of TJTC hires are still at the company at the end of the year 
(rs =• 0.75) and taking account of Impacts on the youth share that operate 
through the growth response, all we need to do is solve 
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0.24 = (0.73 - dNE.) (0.75) for d|Y. ^he resulting estx.ates of displac ,.ent 



are ^ = 0.A3 and ^ = 0.6 (assuming a, = 0.3) 



This loipiies thai for every 10 TJTC-subsidized employees at a comp. y who are 
kno^m to be eligible when hired, there will be the followiu^: 

• A extra jobs at the company 

• 6 fewer unsubsidized employees at the company (most of the not-hired 
unsubsidized employees are probably not in TJTC target groups) 

• 4.3 fewer unsubsidized youth at the company 

• 1.7 fewer unsubsidized adults at the company. 

If it is true that ai _ n o . ^r^r, 

1 - 0.2, every 10 TJTC subsidized employees at a 

company result in the following 

• 2.67 extra jobs at the company 

• 7.33 fewer unsubsidized employee.^ at th^ company 

• A. 77 fewer unsubsidized youth at tae company 

• 2.56 fewer unsubsidized adults at the company. 

If it is true that aj 0.1, every 10 TJTC subsidized employees at a 
company there would be: 

• 1.33 extra jobs at the company 

• 8.67 fewer unsubsidized employees being hired at the company 

• 5.22 fewer unsubsidized youth at Che company 

• 3.45 fewer unsubsidized adults at tne company. 

These results imply that somewhere between 60 and 90 percent cf the jobs 
tilled by TJTC subsidized workers either would have been filled by the TJTC 
eligible anyway or displaced other workers at the company. This does not 
necessarily imply, however, that the general equilibrium effects of the pro- 
gram on aggregate employment are small. Targeted employment subsidies do not 
have to increase the employment of participating firms to increase total em- 
ployment In the economy. Their primary purpose is to induce employers (1) to 
hire workers with less skill and experience than they would without the incen- 
tive and (2) to provide the more intensive training nhese new hires require. 
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Even if the firr.i does not increase its employment, total employment in 
all firms may expand if the disadvantaged worker who is hired because of the 
subsidy would not have been able to get a Job without iis help (because cf the 
ciulmum wa^e or some other imperfection in the market), and if the less disad- 
vantaged worker who is displaced does find another job because he or she is 
part of a labor market in which wa^^e rates adjust up and down to equilibrate 
demand and supply (Johnson 1981). Calculating general equilibriura effects is 
beyond the scope of this report. 
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1. For example, let us assume ih- .ompany with no access to new loan or 
equity financing and no money in uank has a business opportunity that 
requires t... immediate hiring of a additional worker at $1 ,000/iDonth. 
Revenues of $l,200/month will be generated by this activity but the revenues 
will not begin for 6 months. The firm will be unable to undertake this po- 
tentially profitable activity because it lacks the working capital to finance 
IC. If, however, the firm had hired and certified 2 TJTC-el igible workers the 
previous year, Its tax payments would be $6,000 lower, which is precisely the 
working capital necessary to respond to this business opportunity. In this 
case, the additional worker will be hired. How common a phenomenon this type 
of example is and what the participation rates of these types of firms might 
be are not known. ^ 

2. The employment change was normalized b-; the average of the employment 
levels at the endpoints (and converted to a percent). Division by the average 
level of employment has the advantage of constraining the proportionate change 
to between plus and minus two, a useful restriction wnen dealing with small 
firms. 

3. If only TJTC/E is endogenous and it is uncorrelated with X and the other 
subsidy variables, the coefficient subjer to simultaneity bias, ai , will 
have tne following relationship with the true structural coefficients, 

ai - at + 6 , where 6 is from the auxiliary regression: TJTC/E =6 „ +5(u) 
(u), and where (u) is the error in the equation (2). Since only 6 or 7 
percent of the firms in our sample are participating in TJTC in any given year 
and only a fraction of their new employees are likely to be subsidy-eligible 
(even for aggressive users of the program), participation rates would have to 
be extremely responsive to growth for 6 to be greater than 0.07. If TUTC/E 
were uncorrelated with the other regressors in eq- ation (2), this argument 
would allow us to place a bound on the simultaneity bias in a. . However 
because TJTC/E is correlated with the other subsidy variables, no such bound 
can be placed. 

A. I„ models not reported, Che upper portion of the JTPA variable was 
included as a regressor. The coefficient on this variable was negative and 
larger in magnitude than the coefficient on the lower portion of the spline. 
This was rejected on a priori grounds, so only the lower portion of the spline 
tnr 1'q«? ^" specifications reported. The JTPA variable was also broken 

into a 1980 portion and a 1981-b2 portion, but this did not improve its 
performance significantly. 

5. One explanation for the 2SLS-estimated parameters being higner is that 
the change m percent subsidized variable is measured with error. Instru- 
mental variables techniques reduce bias due to measurement error and th^s 
produces larger coefficients. 
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HOW SHOULD GOVERNMENT PROMOTE TJTC? 

The issue to be addressed in this chapter is how the limited resources 
available to promote the TJTC program should be targeted. Government agencies 
have used .oailings of literature on the program in a number of states. Some of 
the states that have used this approach are satisfied with the response they 
have received, others are not. Only a tiny fraction of the firms contacted in 
this way respond. Many employers report that they almost invariably throw out 
any literature they receive from government unless it is something to which 
the)- are not required to respond to. 

7 •! The Impact of Personal Contacts 

A more effective (though also more costly) mechanism of TJTC program 
promotion is personal contacts with employers to explain the program coupled 
with an offer to screen eligible individuals and refer them to the firm if 
they are qualified for its job openings. The analysis of the first, wave of 
the employer survey, for instance, found that firms that first learned of the 
WIN program from a personal contact by a representative of a government agency 
or local business organization were 84 percent more likely to participate in 
WIN during 1979, and 63 percent more likely to participate in TJTC than firms 
that had first heard about it from other sources (Bishop and Montgomery 1984). 
Having first heard of CfcTA-OJT from a personal contact more than doubled the 
chances of participating in CETA-OJT during 1979. 

The second wave of the employer survey is an even better data set for 
studying the effects of government-initiated contacts promoting TJTC. The 
effect of such contacts on an employer's use of tax credits for hiring 
disadvantaged workers during 1980, 1981, and 1982 were studied by estimating 
probit models predicting whether and how firms used TJTC. The 80.4 percent 
of our sample of employers who reported having heard of TJTC vere asked two 
questions about government-initiated contacts endeavoring to i roiLote the TJTC 
program. The first question began as follows: "Have you or any of your staff 
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spoken to a representative of government, a trade association, or a local bus- 
iness organization about these tax credits?" The 36 percent who answered yes 
were than asked by whom the initial conversation about tax credits was 
initiated. The responses were "you" (17.6 percent), "you^- staff or company" 
(13.8 percent), by "government" (43.8 percent), "a trade association" (4.3 
percent), "a local business organization" (7.2 percent) or "other" <8.5 
percent). Thus, 12.9 percent of the sample of employers were personally 
contacted about TJTC by a government official. 

The second question about government contacts was^ "Have you been asked 
by the employment service or any other agencies to accept referrals of job 
applicants who are eligible for Targeted Job Tax Credits or Work Incentive tax 
credits?" Twenty-one percent responded that they had received 3uch a request. 
Considerably fewer (only 13 percent) of the firms reported having a con- 
versation about TJTC that was initiated by a government official. Approxi- 
mately 10 percent reported both types of intetactions . In many of these cases 
one conversation probably produced yes answers to both questions. 

Both kinds of contacts had large, statistically significant impacts on 
the probability that a firm would participate (i.e., would hire at least one 
certified eligible new hire in TJTC). Table 7.1 presents estimates of the 
mean change in percent participating and the percentage increase in 
participation that are induced by each type of government-initiated contact. 
Contacts with an employer that include an offer to refer TJTC-eligible job 
candidates to the firm have a much larger impact on participation, than trying 
to certify eligibles and knowingly hiring TJTC ellglbles. Participation 
probabilities of a typical firm (i.e., a firm that was average on all the 
dimensions used to characterize firms) more than double (see column 4) when a 
referral was offered but increased by only 57 to 66 percent when the personal 
conversation did not include the offer of a referral. 

The purpose of TJTC is to induce changes in recruitment strategies and 
hiring selections. Four of the outcomes analyzed in table 7.1 can be 
considered indicators of such changes: accepted referrals of TJTC eligibles, 
plans to request a referral in the future, knowingly hired TJTC eligibles, and 
had a conscious policy of trying to select TJTC eligibles. Although firms 
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could always take the initiative and request that TJTC eligibles be referred 
to them, referral relationships were more commonly started by a government- 
initiated contact. Even though 35 percent of the firms asked to accept a 
referral turned it down, contacts that offered such referrals increased the 
t.plcal firm's chances of receiving and considering a TJTC-eligible referral 
by 498 percent (line 7 of table 7.1). In addition, plans to request a re- 
ferral in the future rose by 81 percent and the probability of knowingly 
hiring TJTC eligibles rose by 140 percent. 

Personal conversations not tied to a referral offer seemed to be slightly 
more effective in inducing firms to try to select TJTC eligibles (i.e.. either 
recruit or give hiring preference to TJTC eligibles) than offers of a TJTC- 
eligible referral. Government-initiated conversations increase the probabil- 
ity of adopting such a policy by 69 percent, whereas referral offers increased 
it by 57 percent. Clearly, personal contacts by government officials promot- 
ing the program had large and significant effects on participation rates. 

7'2 Who Should be Contacted F irst? 
There are more than 3.5 million hiring entities ir the United States 
(U.S. Department of Commerce 1981) and it is not feasible to make personal 
contacts at every single firm and establishment. Should the agencies with the 
responsibility of finding jobs for disadvantaged TJTC eligibles target their 
personal contacts to — 

• large employers or small employers? 

• establishments that are part of a larger corporation or indepen- 
dent, owner-run establishments? 

• establishments with personnel directors or companies where the 
manager does the hiring? 

• the membership of local business organizations o firms not al- 
ready in one of these organizations? 

. companies with high turnover or companies with low turnover rates? 

• companies that predominantly employ workers who are under the age 
peopled '""'"''^"^^^ ^^^^ ^° currently employ many young 

. companies with joDS that require a great deal of training or corn- 
pan- -s with jobs that do not require much training? 
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companies with long probationary periods, companies with short 
probationary periods, or companies with no probationrry periods? 

How personal contacts should be targeted depends upon the goals of 
program administrators and the impact of personal contacts on the achievement 
of these goals. This section selects three indicators of program 
participation and effectiveness and then examines how the response of these 
indicators to a governmeut-initiated contact varies with the character of the 
firm. The three indicators that are studied in depth are (1) whether an 
employer participated in the program between September 1981 and April 1982, 
(2) whether the employer tried to select TJTC eligibles, and (3) whether the 
employer plans to ask for TJTC-eligible referrals in the future. Once the 
behavioral relationships are outlined, a subsequent section will examine the 
connection between program goals and targeting. 

Government offers of TJTC-eligible referrals were the most common form of 
government-initiated contact and had larger effects than contacts that did not 
simultaneously offer to refer eligible job applicants. Consequently, the 
analysis focuses on the impact of referral offers on TJTC participation. The 
basic model of participation that was estimated and discussed in chapter 3 was 
reestimated with the following additional variables: a dummy variable for 
government-initiated conversations, a dummy variable for government-initiate! 
referral offers and a set of interactions between referral offer and size of 
establishment, size of firm, establishment has a personnel office, company is 
a member of a local business organization, new hire rate, proportion of 
employees under the age of 25, amount of training required, and length of 
probationary period. The predicted probability of participating when there 
has been a government offer of TJTC referrals can be obtained by adding 
columns 1 and 2 of table 7.2. 

Estimates of how the response of participation to referral offers varied 
with the firm's characteristics are presented in table 7.2. The first, third, 
and lifth columns present participation probabilities for companies that had 
not received any government contacts or referral offers. The second, fourth, 
and sixth columns present estimates of the increase in participation prol^ 
ability that resulted from a governioent offer of TJTC-eligible referrals. 
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THE INCREASE IN USE OF TJ rc DATA DUE TO 
A GOVERNMENT-lNITI^srED CONTACT 

















(1) 
Percent 

Responding 
Yes to 

Question 


Change in Percentage 
Using TJTC 


Percentage Increase In Use 
of TJTC by Typical Finn 




} 

Offer of a 
Referral 


(3) 

Personal 
Conversation 


(A) 

Offer of a 
Referral 


(3) 

Personal 
Conversation 


Participated 
in 1980 


^•2 


5.2 (7.4) 


2.9 (3.4) 


122 


66 



January 1981- 

thru Sept. 1981 7.1 

Occooer ivbl- 
Interview Date 5.6 

Tried to Certify 
Ellglbles 14.4 

Tried to Selecr. 
Eligibles 5,5 

Certified a Hire 
Known to Be 

Eligible When 5,4 
Hired in 19tt0-81 

Received a Referral 
of a TJTC Eligible lb. 2 



^•^ (6.7) 2.0 (J.Q) 

2-7 ^.5) 1.4 (2.4) 

«-9 (6.9) 3.5 (2.3) 

2-0 (2.9) 2.4 (3.1) 

^•8 (7.2) 1.6 (2.6) 



Plan to Ref,iiest 
TJTC Referral 
in the Future 



23.7 (23.8) 2.0 (2.1) 
21.2 15.4 (^.3) J0.2 (5.1) 



125 



113 



78 



57 



UO 



498 



81 



66 
57 
3] 
fc9 

57 

43 

53 



Figures in parenthesis are the T^t\r. 
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Table 7.2 



IMPACT THE USF OT TJTC OF G0VERr*1fNT INITIATED OFFEPS TO REFER TJTC ELI3IBLES 



Partlclparlon after 
September )981 



(1 ) 
Percent 
When No 
Gov' t. 
Contact 



(2) 
I ncrease 
Due to 
Gov't. 
Contact 



Size of E stab I Ishment 

200 empi oyees 

1 8*4 employees 

2 empI oy«?es 

Size of Firm 

Same as estabi Isrvnent 

Ten times establishment size 

Personnel Office 

Yes 
No 

Member of Local Business Organizatio n 
Yes 
No 

New Hire Rate 

50 percent 
1 0 percent 

Employees Younger tha n 23 

75 percent 
1 0 percent 

Required Tr aining 

One year 
One i^eek 

Probationary Period 

One month 
Six months 

Firm with 200 Employees, 1^% of Which 
Are under^T^^with New Hire Kafe of bO> 

No Personnel Office, Member Business Organization 
No Personnel Office, Business Organization, 
1 Yr. Training Required 

No Personnel Office, Business Organization, 1 Yr. 

Training Required, ' Mo. Probationary Period 
Personnel Office, No Business Organization 
Pars. Of., No Bus. Org., Firm 10 times est. 
Pers. Of., No Bus. Org., Firm 10 times est.. 

1 Week of Training Required 



7.9 
2.3 
.5 



2.2 
2.8 



3.5 
2. 1 



2.7 
1.9 



A,7 



2.9 
2.1 



2.7 

2.0 



3.6 
1.6 
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5.0 
2.7 
1 . 1 



2.3 
4.0 



.5 
2.9 



1.0 
4.6 



3.9 
2. 1 



9 
1.2 



1.5 
5. / 



4.8 
.0 
4.2 



Tries to Select 
^ E I Igibles 

(3) (4) 
Percent Increase 
When No Due to 
Gov't. Gov't. 
Conract Contact 



5.2 
3.3 
2.1 



2.8 
5.5 



6.7 
3.0 



3.9 
2.7 



4.6 

3.b 



2.5 

3.6 



2.9 



2.9 
2.0 



3.1 
3.7 
3.9 



4.2 
1.5 



2.7 
3.9 



5.3 
2.b 



3.9 
?.6 



9.3 
2.1 



4.7 
3.0 



2.7 
4.4 
3.6 



Plans to Ask for 
Referrals in Future 

(5I (6) 

Percent Increase 

When No Due to 

Gov't. Gov't. 

Contact Contact 



21 .2 
18.9 
1 7.0 



18.5 
20.6 



18.0 
27.6 



19.9 
18.0 



19.9 
18.5 



1 7.0 
19.7 



20.2 
17.9 



1 4.0 
20.0 
21.4 



3.6 
15.6 
27.6 



1b.2 
13.0 



16.0 
10.9 



16. 
14. 



13.0 
12.8 



27.9 
1 1.4 



20.9 
.1.3 



14.0 
1 7.9 
13.5 



5.3 


15.-^ 


6.2 


1 3.0 


19.9 


13.7 


12.7 


10.4 


7.0 


15.3 


21.2 


19.0 


25.3 


-0.2 


12.1 


19.0 


22.4 


17.6 


12.4 


19.^ 


9.0 


10.0 


27.5 


6.9 


21.4 


23.5 


13.5 


5.6 


29,a 


3.7 


15.0 


28.0 


12.3 


4.5 


28.4 


0.0 
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U „ a„ be ,,„,„ed by co.p,rl„, ^^^^ 
«taH.U„e„. .i.e, for ,„..a„c., ^^^^^ ^^^^ 

alterably „„re U.ely to parclclpace. Hol.in, oU,e. cbaracce.lstics conscanc 
going from 18 eoLloyees to 9n(i r., j u constant, 
t.„b.r ,g„ / ' P""=lP«'"8 between Se^ 

-«^r an. tbe interview .ate fro. 2.3 to 7.9 percent wben there was n^ 

contact, and fro„ 5 to 12.9 percent when there was , referral offer. 

Note that the increase in the probability of participation when a contact 
occrs was ilso lar.er at the bi. fir„s. .his pattern rec.rre. for a n^^ber 
Of o her employer characteristics. Establistaents that are a part of a lar.e 
.aUip ant fir. were somewhat .ore li.ely to participate when there was a , y- 

ir a T """" - — - 

there was a referral offer m^h ^-.t 

ctter. High rates of turnover and hiring and large nro- 

portions Of the wor. force nnner the age of 23 indicate, that a„ e.plo eM. 
area „„.bers of ,ob openings for which yoans disadvantage, workers .iht be 

. both oi these characteristics were associated with higber robabi- 

; ip" ti"":'""°° "° ~ '"^ s in 

participation when there was a referral offer. At companies at which three-. 

ers Of the wor. force were yo„nger than 2. years old, the perceot partic- 

For certain other characteristics of the fir., however, the type of fir„ 
2 -St dra.atically to the offe. of a referral was also the type 

ot acT Tl ' " " » gover„.ent-initi ed 

h : " organisations and 

at did „ot h.re through personnel offices were ,ess lively to participate If 
there was no govern.ent-inltiated personal contact b t "'clpate If 

F^'-t>onai contact, but were more likely to 
participate if there was a referral offer u 

rererral offer. Firms that had either no proba- 
tionary period or a long one and that offered little train, 

ni,„T ^ "ij-erea iittie training were also less 

likely to participate absent a contarr a 

rH.r. . contact, and were more likely to participate if 

there was a referral offer. 

^^^^l^-ia_lllticij^a_^^ 

At the end of che .sequence of questions about LITC. the respondents were 
as.ed .ether they panned to request a referral of . -..c eli.iL whel ly 
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needed to hire unskilled workers in the future. Approximately 17 percent of 
the employers in the sample responded affirmatively. Among firms not receiv- 
ing contacts about the program, the characteristics of the firm did not ap- 
preciably affect the likelihood cf an employer planning to request a referral 
in the tuture (see column 5 of table 7.2). The only exceptions to this gener- 
alizanion „«re that firms without a personnel office and probationary periods 
for new hires were more likely to plan to request ..ferrals in the future. 

The primary difference between a plan to participate in the future when 
there is an unskilled opening and actual past participation is probably "op- 
portunity." Many respondents hired no unskilled workers between September 
1981 and the interview date, and consequently did not have an opportunity to 
participate in TJTC. Others hired only one or two. Many of the employer 
characteristics that b.a major impacts on participation but not on plans were 
measures of opportunity (e.g,. the size of the firm, the new hire rate, and 
the proportion of employees uader the age of 25). 

The nature of the firm did. however, have a large effect on the response 
of a firm's plans to the offer of TJIC-eligible referrals by a government 
agency (see column 6 of table 7-2). At a small firm, such offers dramatically 
increased plans to ask for referrals in the future, '.-he percent planning to 
request referrals rose by 27.6 percentage points (from 17 to 45 percent) at 
fims with only 2 employees, but rose only 3.6 percentage poin;:s (from 21.2 to 
24.8 percent) at establishments wUh 200 employees. The increase in planned 
participation was also considerably larger at companies with a personnel of- 
ficer, that offer more than the average amount of training, and that have a 
predominantly young work force. 

Changes in Hiring Practices Because of TJTC 

Probably the best sin^jie measure of whether employers are changing their 
hiring practices in ways that wlU increase their hiring of the disadvantaged 
is the answers that were given to the following question: "Does your company 
make any effort tc select new employees who are tax-credit-eligible?" Af- 
firmative answers were given by 5.5 percent of our respondents and by 29 
percent of those who had certified at least one TJTC eligible. In the absence 
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of a goverament agency contact the companies that were .est likely to report 
trying to select TJTC ellgibles--- 

• had many employees 

• were part of a large mult (plant firm 

• had a personnel office 

• were members of a local business organization 

• had a high rate of turnover and hiring 

4 had a work force predominantly over the aee nf -^S r<....^ 

• bad jobs that required a great deal of on-the-job training 

• had a short probationary period (rather than none or a long one) 
Offers of a referral tended to have the greatest Impact on adoption of a 

conaclous policy of selecting TJTC ellgibles when the boss (probably the 
owner) n^kes the hiring decisions. (I.e., there was no personnel officer a-^ 
the establishment was small and not a part of a multlestabUshment firm). 
Members of local business organisations were also more likely to respond to 
personal contact by consciously trying to select ellgibles. Probably, thes. 
firms were ™ore exposed to and were subject to appeals that hiring disadvan- 
taged workers is part of their civic obligation. Other features of the firm 
associated with bigger responses to a contact were having a predominantly 
young vork force, h.vlng jobs thaL require a great deal of training, and 
having a short probationary period. 

G£g.ls of the _Pro£ram and Program Admlnistrafnr 
Th. preferred outreach strategy will also depend upon tha goals of the 
program an. its administrators. The connection between goals and outreach 
strategy is described in table 7.3. The agency administering TJTC is assumed 
to be subject to a budgetary constraint that places a limit on the number of 

employers with whom the staf^ c^n ^n^^^^^^ 

scar, can initiate personal contacts. If the goal 

(goal 1) is to maximize the participation rate amongst contacted firms, the 
out 'each should be targeted to firms with the highest probability of 
participating when contacted. 

If the goal (goal 2) is to Increase the number of participating firms the 
policy Will/Should be to target the type of firms that have the largest 
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TABLE 7,3 

CONNECTION BETWEEN PROGRAM GOALS 
AND THE TARGETING OF OUTREACH 



Program Goal 



High participation rate ami^ng 
contacted firms 

Increase number of participating 
firms 



3. Increase number of TJTC certifica- 
tions 



4- Increase the hiring of TJTC 
eligibles 



5. Increase the employment of TJTC 
eligibles 

6- Increase the quality of the jobs 
TJTC eligibles obtain 



Whom to Target 



Those vdth the highest probability 
of participation 

Those vd.th the largest AP — pre- 
dicted increase in participation 
due to a personal contact 

Those with the largest AC — pre- 
dicted increase in the number of 
eligibles subsidized due to a 
personal contact 

Those with the largest (CjS) AS — 
increase in the number of firms 
that say they try to select TJTC 
eligibles due to personal contact 
times the number of TJTC^s eligi- 
bles h:?red 

Adjust policy 4 for probable re- 
tention rate 

Adjust policy 4 for the quality 
of the jobs obtained by TJTC 
eligibles 
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increase In participation rate (columns 2 and 6 of table 7-2) when a personal 
contact is made. This goal is s Mewhat more appropriate than the first 
goal-having a high hit rate-because ,nany of the firms would participate even 
without a personal contact. The fourth line from the bottom of table 7.2 
illustrates the reason for preferring goal 2 to goal 1. Firms of this type 
are predicted to have very high participation rates (25.3 percent), but a 
contact does not increase the participation rate. 

Goals 1 and ? relate to numbers of firms benefited rather than the number 
of disadvantaged clients served. The number of TJTC placements that might be 
made at a firm must be considered when deciding which employers should be 
contacted first, so goal 3 (i.e., increase the number of TJTC certifications) 
is probably a more appropriate goal for the program than either 1 or 2 . 
Relative to the priorities implied by goal 2, this tends to imply that large 
firms hiring large numbers of entry-level workers should be the first to be 
contacted. 

If the TJTC program were only to reward firms for hiring disadvantaged 
workers they were going to hire anyway, it would not achieve its purpose. The 
program's real purpose is to Induce firms to expand their hiring of welfare 
recipients and other disadvantaged workers. If this is the goal (goal 4), 
personal contacts should be targeted at those firms that can be persuaded'to 
change their recruitment or selection policies and increase their hiring of 
disadvantaged workers. The employer's response to the question, "Does your 
company make an effort to select new employees who are tax-credit-eligible?" 
is a reasonable proxy for TJTC-induced changes in hiring practices. Con- 
sequently, column A of table 7.2. is adjusted for the expected number of TJTC 
claims, it yields an estimate of the impact of outreach efforts on goal 4. 

Increased hiring of the disadvantaged is not the sole objective of TJTC. 
A secondary goal of the pro, am is to raise the duration (goal 5) and quality 
(goal 6) of the jobs that welfare recipients and disadvantaged youth obtain. 
There is probably a trade-off between recruiting employers who will incre.se 
their hiring of the disadvantaged and recruiting employers who offer good, 
long-lasting jobs to the disadvantaged. Any effort to induce employers who 
offer "good" jobs (i.e., jobs with training, job security and opportunities 
for advancement and job security) to hire youth from disadvantaged backgrounds 
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or welfare recipients must deal with the fact that these employers can aftord 
to be selective and typically are selective about whom r'.iey hire. Disadvan- 
taged youth and welfare recipients have a difficult time competing for these 
popular jobs. Many employers believe that when they hire a disadvantaged 
youth or a welfare recipient, they take a greater- than-normal risk that the 
employee will not work out and they will have to fire the employee. One of 
the qualities that makes a "good" job "good" is protection from arbitrary 
discharge. Such protections raise the firm's cost of firing and thus cause 
firms that offer "good" jobs to be reluctant to hire job applicants whom they 
perceive have a hi^her^-than-average risk of firing. 

Analysis of the first wave of the employer survey has found that, con- 
trolling for size and a hcst of other variables, firms that demonstrated a 
killingness to fire employees by actually doin^^ it in the previous year were 
considerably more willing to participate in subsidy programs targeted oa dis- 
advantaged workers than firms that had .lOl fired anyone recently (Bishop and 
Montgomery 1984). Consequently, one of the important issues to address is how 
responsive the firms that offer the better jobs art to personal contact by 
governmer.t officials. This can be tested by interacting variables describing 
the quality (e.^., training, job security, capital intensity, etc.) of the 
jobs each firm typically offers to entry-level workers with the dummy for 
be^ng personally contacted by a government official. 

The goal that seems most appropriate to the author is a combination of 
goals 5 and 6 — increasing both the employment of TJTC eligibles and the quali- 
ty of their jobs) with priority given to goal 5 rather than 6. An examination 
of table 7.2 reveals that in order to achieve these goals, outreach efforts 
and offers of TJTC-eligible referrals to companies that are not already 
participating should be targeted at employers that have the following 
characteristics: 

• Many employees 

• A high proportion of its work force under the a^e of 25 

• A single establishment firm (policies are set at the local not the 
national level) 

• Low turnover 

• Growing employment 

• A member of a local business organization 

• No personnel office 

• Offers a great deal of training 

• A short probationary period 
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SUMMARY AND POLICY IMPLICATIONS 

This chapter examines the two major probleius laced by the Targeted Jobs 
Tax Credit p'-ograni — low participation and uncertain cost-effectiveness — and 
then suggests (1) ways TJTC can be improved and (2) alternative subsidy 
schemes that should enable greater impact and cost-effectiveness, 

^- I The Problem of Low Participation 

TJTC is currently helping less than 10 percent of the pool of young people 
eligible for the program. There are four primary causes for TJTC's low par- 
ticipation rate as follows: 

1. For a long time, most employers were not aware or were onl/ 
vaguely aware of the program. A 19bO survey of eruployers 
found that only 17 percent of all employers representing 
establishments resi^onsible for 33 percent of all employment 
reported being "familiar" with TJTC (EOPP Employer Survey). 
Finas that reported being familiar with the prograiu often knew 
very little about it. The program is now much better knowr . 

A 1982 resurvey of these same employers found that 7 7 percent 
had *'heard" of TJTC^ and 19 percent had spoken to a repre- 
sentative of government or a trade/business organization about 
the program. Most employers continue to know very little 
about the program, however, and many of their beliefs about 
tne program ("paperwork is burdensome," "eligibles do not make 
good workers") are not based on actual experience but rather 
on the general bad reputation of government in the business 
community or prior experience with other programs like CETA. 

2. Many firms are not able to benefit from the TJTC either be- 
cause they do not have tax liabilities which the tax credit 
may reduce, because they are not hiring, because they are 
required to rehire laid-off employees first, or because they 
do not hire unskilled and untrained entry-level workers. 

3. There is a stigma attached to being a member of most of the 
TJTC's target groups. Employers perceive the program to be 
subsidizing people who do not make good workers. This reduces 
the likelihood that employers will ask the emplojrment service 
to refer TJTC-eligible workers to their firm. Furthermore, 
many applicants feel that telling prospective employers of 
their eligibility for TJTC may hurt their chances of getting 
the job. 

4. The complicated rules of eligibility mean that most employers 
are unable to identify job seekers who are eligible on their 
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own and that governmen: agency certification of employee eli- 
gibility is therefore necessary. This has three disadvan- 
tages: (1) it often forces the firm out o. its traditional 
recruitment channels; (2) employers fear that it will intro- 
duce red tape into the hiring process or bring about unwelcome 
government interference (the costs of identifying and certify- 
ing who is eligible are thus major deterrents to participa- 
tion); and (3) the program's success deptnds upon cooperation 
between private business and government. 

An Assessmen t 

TJTC is structured so that referrals of eligibles by labor market inter- 
madiaries are not essential to its operation. Some of the designers of TJTC 
expected other mechanisms of matching eligibles to jobs to predominate (i.e., 
job seeker announcements cf their eligibility to prospective employers and 
employer screening of pools of job applicants for eligibles). The option of 
bypassing labor market intermediaries has not produced the high par t icipatiou 
rates that were anticipated, however, and the cost-effectiveness of the pro- 
gram has probably suffered. Despite the availability of alternatives, the 
primary mechanism by whxch firms match up with eligible workers is still 
through referrals by labor market intermediaries. 

This is not an undesirable phenomenon. In fact, the energies of program 
administrators should focus oa making referrals the primary mechanism by which 
employers identify TJTC-eligible job candidates. Promotional efforts designed 
to induce nonparticip ants to give the program a try should simultaneously 
sell the following : 

• The tax credit (e.g., "The paper work is small; we will make the 
certification process convenient; it can have a big effect on the 
bottom line.") 

• The TJTC e ligibles (e.g., "They make much better workers than you 
may anticipate. ") 

• The screen ing and referral service of the agency (e.g., "We will 
send you someone promptly; we will inform you if the person has a 
criminal record; we will send you candidates who are qualified for 
your job.") 

Agency staff w ith contacts at firms that already participate in the pro- 
gram should try to per suade the firm to accept additional referrals of TJTC 
eligibles and to give them hiring preference . 
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It is nol clear whether a job f.Geker's volunteering that he or she is a 
TJTC eligible inc-eases or decreases the person's chance of being hired. The 
two experiments imply that there is still probably a significant minority of 
employers for which TJTC eligibility is a negative rather than a positive. 
There will probably always be some employers with this view, for many cannot 
benefit because they lack a tax liability and others have such a negative view 
of the target groups that they will probably never participate. As a result, 
the btst strategy is for referring agencies to make the initial approach to 
the firm. If the firm's response ^o the explanation of the tax credit and the 
offer of eligible referrals is positive, referrals can be made. Disadvantaged 
workers who are referred need not even mention the tax credit and can 
concentrate on selling themselves. Expecting the job seeker to promote or 
explair the program is probably unw^^e. 

The disadvantaged worker's job search should not be limited to firms con- 
tacted by the labor market intermediary. Direct application should be made to 
other firms. If the employer asks whether the applicant is eligible for TJTC, 
an affirmative answer should be given, but if the subject is not brought up by 
the employer, applicants should not mention their eligibility . 

The primary goal of TJTC's marketing strategy should be increased cost- 
effectiveness, not increased usage. The cost-ef tectiveness of TJTC is in- 
creased if labor marhnt intemiediaries are the primary mechanism by which 
employers find TJTC eligibles. When a firm initiates a request or agrees to 
an offer of TJTC-eligible referrals and later hires some of these referrals, 
the firm's hiring selections are almost certainly being influenced. When 
employers do their own screening or respond to volunteered inforaation about a 
job applicant's eligibility for TJTC, it is less certain that the tax credit 
is inducing desired changes in employer behavior. Many of the employers who 
report screening and identifying eligibles on their own also report that this 
screening does not influence hiring selections. Some employers do not allow 
the hiring officer access to the information on eligibility; other employers 
report doing the screening after the hiring selection is made. 

Participation rates will suffer, however, if labor market intermediaries 
are the primary mechanism of bringing eligibles and employers together. Many 
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employers are reluctant to accept referrals from government agencies, such as 
the employment service. In the 1982 NCRVE employer survey, 70 percent of the 
employers with vacancies did not list the j^b opening with the employment 
service (Bishop, Barron, and Hollenbeck 1983). As a result, even though 34 
percent of all workers had checked with the employment service during their 
last period of job search, only 5.1 percent had gotten their jobs through an 
employment service referral (Rosenfeld 1975). 

Informal recruitment mechanisms are miich more popular. About 35 percent 
of all jobs were found by applying directly to the firm without suggestions or 
referrals, and another 26 percent were obtained by applying directly to the 
firm at the Sug^^estion of a friend or relative (Rosenfeld 1975). Most firms 
prefer to hire people who are recommended by either a current employee or an- 
other employer or who have shown their desire for the job by applying for it 
in person. Employers prefer these informal recruitment channels beceuoe (1) 
such channels are faster, (2) employers do not become inundated with job ap- 
plicants who must be interviewed, (3) they can avoid dealing with government, 
and (4) they believe that job candidates obtained from informal sources will 
probatly be more productive and less likely to quit or be dismissed. 

This preference acts to limit the market penetration of any program for 
finding jobs for the disadvantaged that depends upon a labor market inter- 
mediary (e.g., the employment service, a (school's placement office, a WIN 
office, or a JTPA subcontractor such as the Urban League). Such a program is 
bound to only partially successful helping some of the people who approach 
the agency but failing to reach most of the eligible population. 

This comment is even more pertinent to other programs designed to help 
the disadvantaged find employment, such as JTPA classroom training or on-the- 
job training, work experience programs at high schools and junior colleges, 
public service employment, and job clubs. The important point to remember is 
that even though TJTC is a voucher entitlement, its success still depends on 
how well it is administered by local public official?. TJTC is closer to be- 
ing self-administering than these other programs. However, the fact that it 
is targeted on dlf f icult-to-identif y groups that may be stigmatized once 
identified means that it probably can never a_hieve the high participation 
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rates of U-ss-tar^eted tax incentives such as the New Jobs Tax Credit, the 
Investment Tax Credit, and the Research and Development Credit. 

The agencies that administer TJTC at the local level have a critical role 
to play even when agency referrals are not the primary way employers recruit 
and identify eligible job candidates. The agencies must market the program. 
Chapter 7 demonstrated that employer participation in TJTC was quite respon- 
sive to personal contact by job developers and other local administrators of 
the program. For example, a demonstration of employer subsidies on Wisconsin 
was able to recruit a high proportion of the firms contacted (Public Private 
Ventures. 1983). Not only do these contacts inform employers of the pro- 
gram's existence, but they also greatly increase the probability that knowl- 
edgeable firms will participate. 

The importance of local outreach and promotion is further supported by 
the dramatic differences between states in the proportion of their disadvan- 
c<igea youtn cnat are served by the program. Estimates for 1983 show that 
Vermont, for instance, vouchered 35 percent of their eligible youth and cer- 
tified 9.2 percent, whereas New Hampshire vouchered only 10 percent and certi- 
fied 3.8 percent. Kansas vouchered 29 percent and certified 11.6 percent of 
eligibles. but Colorado vouchered only 2.9 percent and certified only 2.5 per- 
cent. Maryland vouchered 21 percent and certified 8.6 percent, yet Delaware 
vouchered only 7.6 percent and certified 3.7 percent. The rates of vouchering 
and certification of eligible youth for all 50 states for that year are pre- 
sented in figures 8.. and 8.2 and table 8.1. The willingness of firms to 
participate in these programs does not vary dramatically from state to state; 
what do vary are the policies and commitment of the local administrators of 
the program. 

The TJTC program has suffered from long delays in the publication of IRS 
regulations and insufficient funding of the administrative costs of vouchering 
and certifying workers. Some state employment service agencies have taken the 
position that when the federal money specifically set aside for the adminis- 
trators of TJTC is exhausted, they will stop vouchering and certifying eligi- 
bles. In 1979. for excmple. when the federal contribution to administrative 
costs ran out in the state of Wisconsin, certifications dropped to almost zero 
for the final 3 months of the year. 
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Figure 8.1. Percent of disadvantaged youth obtaining a TJTC certified job 
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Source ; Ratio of disadvantaged youth TJTC vouchers 
In FY 19C3 lj a Congressional Budget Office — estlnate 
of the nuffiber ellgibles In eacn state based on the 
March 1983 CPS. 
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Figure 8.2. Vouchering of eligible disadvantaged youth — FY 1983 



ERIC 



137 BEST COPY AVAILABLE 



TABLE. ^..1 



TJTC VOUCHEk»NG and CERT ITICAT IONS 
IN FY 1983 STATE 
( in percent) 



Dlsttdvantog^d Youth 


Tc^al 


Disadvantaged Youth 


Total 


Vouchers Cert It 


Certit 


Vouchers Cert If 


Certit 


Eligible Eligible 


Enpl In 
Service 


El Iglble El Iglble 


EmpI In 
Service 



Alabama 
Alaska 

Ar izona 

Arkansas 

Gal I tornia 

Colorado 

Connecticut 

Delaware 

District ot Columbia 

Klorlda 

Georgia 

Hawal I 

Idaho 

Mltnois 

Indiana 

I ova 

Kansas 

Kentucky 

Louisiana 

Halne 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 



9.7 


5.3 


1 .9 


Montana 




3. 


.7 


14.6 


9«1 


0 


Naoraska 


15-7 


5.7 


.7 


8.9 


4.2 


1 .1 


Nevada 


1 0.9 


5.7 


.7 


16.0 


5.2 


2.1 


New nanipsnire 


1 0.1 


3.8 


1.4 


7.0 


3.6 


.7 


New Jersey 


Q-1 


4.6 


.7 


2.6 


2.5 


.5 


New Mexico 


10 4 


4.0 


1.4 


6.9 




A 


Nam York 


11 .6 


4.6 


.9 


7.6 


Jm / 


7 


Nor+h Carol Ina 


10.1 


4.5 


1.7 


13.2 


5.0 


.9 


North Dakota 


22.5 


6.6 


1.3 


21.7 


10.3 


1.4 


Ohio 


10.0 


3.4 


.8 


17.8 


9.1 


1.9 


Ok 1 ahoma 


9.3 


4.5 


.7 


4.3 


1.0 




Oregon 


20.0 


6.0 


1.5 


14.3 


5.3 


1.6 


Pennsylvania 


4.3 


2.1 


.6 


n.2 


4.6 


1.0 


Rhode Island 


11.6 


5.4 


.7 


28.5 


7.5 


1.2 


South Carol Ina 


9.0 


4.6 


2.0 


15.0 


6.0 


1.2 


South Dakota 


24.0 


11.0 


2.0 
1.3 


29.1 


11.6 


1.1 


Tennessee 


7.5 


4.4 


18.9 


6.6 


1.8 


Texas 


8.6 


4.6 


.8 


13.0 


9.3 


2.1 


Utah 


10.0 


5.2 


1 .4 


22.5 


7.5 


1.8 


Vermont 


35.2 


9.2 


1.8 


21.3 


8.6 


1.3 


Virginia 


18.2 


7.5 


1.1 


13.2 


6.9 


1.0 


Washington 


18.2 


8.8 


1.3 




3.0 


'1.2 


West Virginia 


7.5 


2.3 


.8 


9.0 


5.8 


1.0 


Wisconsin 


15.2 


5.1 


1.1 


12.2 


10.1 


2.6 


.oming 


10.0 


5.0 


1.1 


21.4 


7.0 


1.5 











Th. numbw ot TJTC vouch«- and cwtif Icatlons 1$ taken from a report prepared by the USES Office of 
Planning and Review dated December 27, 1983. The tstlmate of the number of ellglbles Is based on 
tablulatlons of the Currwt Pcpulatlon Survey by the Congressional Budget Office. The number of 
Mployees In wholesale and retail trade and servlCM other than finance was obtained from Employment 
and Earnings. 
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In other cases local employn>eat service offices have apparently not knowr. 
how the program operates. One employer in the Pacific Northwes. found his lo- 
cal employment service ignorant of TJTC and uncooperative, as well. He claim- 
ed they w.r. not even set up to certify the eligible workers that he found and 
hired; he had to go down to th. office to teach the staff there how to certify 
someone. States such as Vern^ont, Maryland. Kansas. South Dakota. Florida, and 
Mississippi seem to be doing a good job of promoting the program. Research is 
needed on what aspects of ,hese states' marketing program has enabled them to 
achieve higher- than- normal participation rates. 

8 . 2 Th e Problem of Cost-£f f ectiver.e« s 
Tha purpose of the TJTC program is to induce firms to increase their 
hiring and training of disadvantaged workers. The program can be considered 
cost-effective only if (1) a reasonable proportion of TJTC certifications 
represent an increase in hiring of targeted workers and (2) this airing does 
not result in other similarly disadvantaged workers not being able to find a 
job. 

The fact that only a small ntmiber of employers choose to participate in a 
program does not necessarily imply that the program is not cost-effective. 
The low rates of employer participation may suggest that nonpecuniary costs of 
participation are high for aany firms. Some of these costs (e.g.. learning 
enough about the program to use it. making arrangenients for the referral of 
eligible workers, establishing a system to identify which job applicants are 
eligible, and risking scrutiny from the Equal Employment Opportunity Commis- 
sion or the Internal Revenue Service) are fixed (i.e.. do not rise with the 
number of eligibles lured). These costs discourage participation, but for 
those who do participate, chey should have no systematic effect on the impact 
of the subsidy on cuployraent. 

Other nonpecunia.y costs depend upon the number of workers hired throu-h 
the p^ogram. The variable cos.s are the costs of searching for. identifyinl. 
and certifying eligible workers and the risk of hiring workers who may be less 
productive than the typical unsubsidized job applicant. These costs lower the 
net oenefit of hiring extra subsidized workers and therefore reduce the impact 
of the subsidy on participating firms. 
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The study of participation suggests that, for TJTC and WIN, fixed costs 
are an important deterrent to a firm's participation in these programs. Many 
of the firms that choose to participate seem to participate heavily. Even 
though less than 1 percent of all workers are subsidized, the typical subsi- 
dized worker is working in an establishment at which 14.6 percent of the 
firm's employees are subsidized. This suggests that, in soiae of the partici- 
pating firms, the marginal costs of hiring subsidized workers are and remain 
low as the employer expands employment of subsidized workers. Thus the fact 
that participation rates of firms are low cannot be taken as evidence that a 
program has zero or only small effects on those firms that choose to partici- 
pate. In fact, a reasonable argument can be made that the partial equilibrium 
response (extra employment) per dollar of expenditure will be bigger in a 
small program than a large program. 

When there are important fixed costs t.. participation, firms with high 
elasticities of demand for the subsidized class of workers and low marginal 
costs of certifying extr > workers are more likely to participate than firms 
with low elasticities of demand ari high marginal costs of participation^ As 
a result, one might expect that the firsc firms to volunteer to participate 
will be more responsive than the firms that are cun'Jinced to participate at a 
later date. 

There are, however, other easor- for being concerned aboat the present 
cost-effectiveness of TJTC. Four types of evidence are availaole: 

1. Econometric estimates of employer response 

2. Experiments in wtiich eligible job seekers were taught to 
announce their eligibility to prospecti*^e employers 

3. Survey responses by ^nployers about how they were influenced 
A. Data on the relatJ roductivity of TJTC eligibles 

To date, there Lave been three attempts at an econometric evaluation of 
the impact of TJTC on the employment levels of participating firms. The first 
study (Bishop and Montgomery 1984) estimated models separately for different 
size establishments predicting employment growth from July 1979 through Decem- 
ber 1979. TJTC had no impact on establishments with fewer than 20 employees, 
but had a large and significant impact on establishments with 21 to 100 em- 
ployees and had an important (though not statistically significant) impact on 
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establishments with more than 100 employees. Because most empioyment is lu 
lar^je establishments, the average (using employment shares as weights) in- 
crease in employment per subsidized hire was 0.3. 

A study of eiupLoymcnt growth in 1981 conducted by Sandra Chrlstensen 
(1^84) for the Congiessional Budget Office found no impact on participating 
firms' employment levels. The study of these same data (presented in chapter 
6) found that the estimated effect of TJTC usage depended upon the specifica- 
tion. When the TJTC usage variable is the ratio of TJTC certifications to 
employment and effects are allowed to shift when this variable reaches 0.5, 
TJTC utilization has a significant impact on growth (10 certifications in- 
crease employment by about 3) up to the point where the utilization ratio 
reaches 0.5 (and has no effect beyond that). When the TJTC usage variable is 
the ratio of TJTC certifications to new hires, estimated impacts of TJTC are 
essentially zero. The 198Z NCRVE employer survey has twice been used to study 
TJTC's impact on the share of employment that is under the age of 25, and both 
studies found it had a modest positive impact (Chris tensen 1984; chapter 6 of 
this doi-ument). 

None of these studies, however, attempts to measure the general equilib- 
rium effects of TJTC. If TJTC is inducing firms to lower their hiring stan- 
dards (or raise their opinions of stigmatized groups), it can siugnif icantly 
raise employment even when the firms that receive the subsidy do not expand 
total employment because of the program. To date, only one study (Christensen 
198^) has used a methodology that measures something akin to general equilib- 
rium effects. This study examined the impact of TJTC voucher rates in a rtate 
on the probability that eligible youth in the current population survey from 
that state were employed in March 1S73. The estimated impacts were positive, 
statistically significant, and quite large. 

The same study found no evidence that youth who were not income-eligible 
were displaced. Although, the coefficients were not statistically signifi- 
cant, high TJTC voucher rates were associated with higher (not lower) employ- 
ment rates for noneligible youth. Besides controlling for numerous individual 
characteristics, the study controlled for a variety of characteristics of the 
local labor market (e.g., unemployment rate, the number of referrals by em- 
ployment service offices, industry mix, central city, and non-SMSA) so the 
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coefficients on the ratio of TJTC vouchers to eligible youth seem to capture 
a true causal effect. 

Experiments Where Job Seekers Announ'"<* Their Eligibility 

As previously discussed, there have been two experiments (Burtless and 
Cheston 1981; Moran et al. 1982) where welfare recipients who were seeking em- 
ployment were taught to announce their TJTC eligibility to employers when they 
applied for a job. In both experiments, the group that received this training 
had a lower placement rate than other eligible welfare recipients who did not 
receive this training. 

These studies are based on very small samples and are not well document- 
ed, but they nevertheless suggest that, for most employers, signaling one's 
welfare recipiency may have powerful stigmatizing effects. One would not 
expect, however, that being a youth from a low-income family would be equally 
stigmatizing, and this presumption receives support in chapter 4's analysis of 
hiring priority ratings assigned by over 850 employers. In this data, TJTC 
eligibilit had a modest statistically significant positive effect on the 
hiring ity ratings given. 

Survey Responses 

There have been four surveys in which employers were asked what impact 
TJTC had upon their hiring. In the spring of 1980, the EOPP employer survey 
asked the 313 employers reporting that they hired employees subsidized by 
TJTC, WIN, or CETA-OJT, "Did participation in the prograoi we just talked about 
influence this establishment lo expand total employment by more than might 
otherwise have been done?" Twenty-five percent of the firms said yes. They 
were then asked "How many additional employees were hired that wouldn't have 
been hired otherwise?" The total induced increase in hiring reported by ^he 
firms was 383. The total number of workers subsidized in all 313 firmis was 
1,896, so the ratio of reported job creation to certifications was 20 percent 
(Bishop and Montgomery 1984). 

A Government Accounting Office survey of TJTC users in January 1980 ask- 
ed, "To what extent did the tax credit influence your decision to hire workers 
from targeted groups; i.e., would you have hired them anyway?" Twenty-six 
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percent said their use of TJTC would increase employment level and 41 percent 
said they substituted some target hires for similar nontarget workers CO'rseiil 
1982). 

Cnapter 2 reviewed the responses to questions in the 1982 NCRVE employer 
survey about whether the employe- was changing hiring policies because of 
TJTC. About 33 percent of the users said their final selection of who to hire 
was influenced b> either a great or moderate amount. Weighted by their use of 
the program, 80 percent said they tried to select eligibles, 90 percent were 
receiving referrals of eligibles, and about half of the eligibles hired were 
referrals from agencies (probably in response to a pecific request for TJTC 
eligibles) . 

In January 1984, 100 employers who had hired one TJTC eligible in a 21- 
month period ending 2 years previously were asked, "Was there ever an in- 
stance in your recollection when a tax-credit-eligible individual was given 
hiring preference because of the tax credit over another individual who was 
approximately as well qualified or more highly qualified?" About 21 percent 
of the respondents said yes. When those firms are given the appropriate 
weight, the firms reported changing who they hired about 17 percent of the 
time. They were also asked, "Cd. you think of any instance when your firm 
decided to make an opening in the firm to take advantage of a tax credit?" 
About 13 percent said yes. When those who reported doing it part of the time 
are given an appropriate weight, the proportion reporting being induced to in- 
crease employment was 7 percent (Hnllenbeck 1984), 

It should be noted, however, that a survey of employers who hired exactly 
one TJTC eligible between January 1980 and September 1981 does not represent 
the bulk of TJTC usage. TJTC certifications are highly concentrated. In 
1983, for instance, Pizza Hut hired 6,366 TJTC-eligible employees in company- 
owned stores. Probably bO to 100 firms are responsible for more than half of 
all TJTC certifications. The firms that recruit TJTC eligibles and give pre- 
ference to TJTC eligibles when they select new employees will become the big- 
gest users of the program. Data on these big users is essential if aggregate 
employer response to the TJTC is to be measured. .s a result, surveys such as 
the one just reported significantly understate the magnitude of the aggregate 
employer response to TJTC. 
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The purposes of targeted employment subsidy programs are to induce firms 
tc (1) hire disadvantaged workers for jobs that would otherwise have been 
filled by better qualified workers and (2) provide the extra training that 
these workers require to reach the productivity standard of the other workers 
in the firm. If the program is achieving this purpose, comparisons of sub- 
sidized and unsubsidized workers holding the same job (or controlling oq the 
characteristics of the job and the firm) wot id show that subsidised workers 
have poorer credentials, are less productive* and require greater-thar* average 
amounts of training. 

Evidence on this issue is available from the 1980 EOPP employer survey, 
the 1982 NCRVE employer survey, and the 1984 NCRVE survey. In the 1980 EOPP 
survey, employers were asked to describe a randomly selected recent hire for 
an unskil ' ed or semiskilled job. If they had also recently hired a subsidiz- 
ed worker, they were asked to give a similar description of that individual 
and the job that the subsidized individual filled. The other individual de- 
scribed did not have to be doing the same work. 

Most of the subsidized workers were from the CETA-OJT program. Compared 
to unsubsidized workers at these same firms, CETA referrals were 15 percent 
less productive initially, 13 percent less productive at termination or the 
time of the interview, received 3 5 percent more training, and had a separation 
rate of 62 percent rather tnar 23 percent. Wnrlfers subsidized by VJIN were 14 
percent less productive initially, 11 percent less productive at termination 
or the time of the interview, received less training, and had a separation 
rate of 47 percent. TJTC-subsidized workers were 14 percent less productive 
initially, but only 3 percent less productive at termination or the interview, 
and their sepa:ation rate was 25 percent. This low turnover rate may be due 
to the fact tha*" many TJTC eligibles were not known to be eligible when hired 
and were discovered to be eligible up to a year after being hired. Some TJTC 
eligibles probably quit or were fired before they were discovered to be 
eligible (Bishop 1982, Chapter 2). 

The impact of TJTC and OJT contracts was also examined in the 1982 em- 
ployer survey by estimating fixed effe'^ts models that compared the productiv- 
ity and turnover of 2 new hires at 500 of the sampled firms. Subsidy-eligible 
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workers who were known to be eligible when hired were no^ significantly dit- 
ferent froa the other workers hired for the same job. Only 36 of these firms 
had knowingly hired a subsidized worker for only 1 of the jobs, so these tests 
of subsidy programs impact are not very powerful. Point estimates, however, 
are very small: 1 to 2 percent lower productivity and about 2.5 percent 
greater training requireuents . Subsidy eligibles were 17 percentage points 
more likely to quit (significant at p = .063 on a one-tail test) and 4.7 
percentage points less likely to be fired (not significant). Overall, the 
individuals' expected lifetime at the firm was 20 percent lower. The higher 
turnover rate of subsidized workers seems, however, to be due to the higher 
turnover of CETA-OJT workers, and not to a higher turnover rate of those 
subsidized by TJTC Using the full sample of new hires, w^-^* separation rate 
was 49 percent for OJT contracts (n=»35), 24 percent for people known to be 
eligible for TJTC when hired (n-33), and 30 percent for unsubsidized new hires 
(n-3,106). 

In tl2 1984 NCRVE survey of 100 firms nhat had hired only 1 TJTC eligible 
during 1980 and 1981, employers were asked, "Compared to other employees with 
the same amount of tenure in the same or very similar job, was/were the tax 
credit workers more or less productive?" The answers obtained were "the same* 
(35 percenc), "more" (10 percent), and "less" (35 percent). When all these 
answers are averaged together, the TJTC workers were about 7 percent less pro- 
ductive than non-TJTC workers. Probably more significant were the reported 
differences in turnover. Over the course of a 2-year period, the quit rate 
was reported to be 41 percent for TJTC workers and 21 percent for others. The 
dismissal rate was reported to be 13 percent for TJTC workers, compared to 8 
percent for others (Hollenbeck 1984a). 

The evidence suggests that, in 1980 and probably in 1982 as well, CETA- 
OJT-subsidized new hires were less productive and had higher turnover rates 
than nonsubsidized workers at the same firm. Since OJT contracts subsidized 
employment for only six months, it should come as no surprise that turnover 
rates were extremely high. The evidence on TJTC, however, was mixed. When a 
random sample of firms were asked abouc specific individuals and the firm's 
TJTC hires were compared to other hires, there was no difference in produc- 
tivity or turnover. When a special sample of firms that hired only one TJTC 
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eligible in 198U and 1981 were asked in 1984 whether TJTC hires were less 
productive or had a higher turnover, however, differences were observed. 

Why are there these differences between studies? The 1980 data on TJTC 
is not particularly reliable because many of the TJTC eligibles who were hired 
probably left the fim before they were discovered to be eligible. The 1982 
data are free of this problem, but the sample is small. The 1984 data have 
the aC-antage of being more recent, but have the disadvantage of being un- 
representative of TJTC users. Clearly, it is made up solely of small users of 
TJTC. The fact that only one TJTC eligible oer firm was hired in 1580-81 may 
indicate that the employers did not like the persons they hired, so the sample 
of firms probably does not reflect the average experience of all users. 

8.3 Recommendations for Chances in the S tructure of TJTC 
The evidence on the cost-effectiveness of TJTC is mixed. Much can be 
done in the area of administration to improve participation rates, but most of 
the incremental changes in the legislated structure of TJTC that would raise 
participation rates would decrease cost-effectiveness. In our view, amend- 
ments to TJTC should concentrate ou improving its cost-ef f ectivene.s (i.e.. 
the tax subsidy cost of creating one full-time equivalent job). Lowering the 
rate of subsidy lowers costs and because the proportion of all certifications 
that represents a net addition to the number of jobs is not likely to decline 
proportionately with the decline in the subsidy, the cost-effectiveness of 
the program will increase. If TJTC is retained in basically its current form, 
the following amendments are recommended to improve its cost-effectiveness: 

• The legal status of giving hiring preference to TJTC eligibles 
should be clarified. Language should be added that protects firms 
that are giving hiring preference to TJTC eligibles from civil 
suit by job applicants who do not get a job offer as a result. 
The fear of such suit has probably discouraged many firms from 
taking TJTC eligibility into account when they select from a pool 
of job applicants. 

• The rate of the subsidy in the first year should be reduced to 25 
percent. The rate of subsidy In the second year should be main- 
tained at 25 percent to encourage retention of TJTC eligibles. A 
large subsidy is not required, because tne administrative costs 
are small and the TJTC eligibles hired are either no less produc- 
tive or only slightly less productive. Evidence that administra- 
tive costs are low is provided by the fact that the companies that 
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do this work charge only 15 percent of tax credit claimed. The 
1980 and 1982 surveys found no or extremely small differences be- 
tween the productivity and turnover of new hires who were known to 
be eligible for TJTC when hired and other workers at that firm. 
The costs of recruiting and selecting the worker were only slight- 
ly higher when a TJTC eligible was selected. The 1984 survey 
yields an estimate of 12 percent for the productivity and turnover 
penalty of hiring a TJTC eligible. 2 If the TJTC workers hired 
are only 12 percent less productive than other workers, the 50 
percent subsidy rate would seem to be higher than necessary. 

• The 50 percent subsidy rate should be maintained for the disabled 
and ex-offenders because these groups face particularly hi^h bar- 
riers in finding jobs. 

• The summer student tax credit should be reduced from 85 percent to 
5U percent. The 81? percent subsidy rate has failed to produce 
respectable participation rates iu the summer youth tax credit 
(Macro Systems 1934). Probably less than a third of the 33,538 
summer youth certifications in FY 1983 resulted in a net addition 
of jobs for youth. If so each extra $1.00 of earnings generated 
by the program costs the Treasury $2. DC or more of lost revenue. 
The Summer Neighborhood Youth Corp is probably more cost-effective 
than an 85 percent tax credit for hiring disadvantaged youth 
during the summer. 

• Consideration should be given to including up to $4^000 of train- 
ing costs other than the time of the TJTC eligible in the subsidy 
base. To treat small employers fairly, the definition of train- 
ing cost should include the time managers and coworkers spend giv- 
ing informal training as well as the more easily measured formal 
training. To obtain the extra subsidy, the firm would have to 
give new hires a description of the planned training program at 
the time of hire and a certificate describing the competencies 
achieved (and staff time expended) when training is completed* 
These forms would encourage employers and employees to take the 
training more seriously, help TJTC eligibles get their next job, 
and serve as an audit trail. A more radical reform of TJTC would 
turn it into a training subsidy by limiting eligibility to jobs 
that offer some minimum amount of training and making the amount 
of wages that is subsidized depend on the time actually spent in 
training activities. 

If increases in coverage and participation are desired, a number of 
changes in how eligibility is defined would be desirable, as follows: 

• Consideration should be given to substituting a low-income un- 
employed senior citizen (over age 60 or 65) eligibility category 
for the Supplemental Security Income (SSI) eligibility category. 
Older people are particularly sensitive to the stigma of being on 
welfare. This is part of the reason why only 3,115 vouchers and 
1,254 certifications were issued in the SSI category in FY 1983. 
Having a low income is not nearly as stigmatizing, so such a 
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change may increase utilization among the current SSI populations 
as well as extend coverage to other deserving individuals. This 
change would, of course, raise the government's costs of 
administering the program. 
• Consideration should be given to substituting a low-income unem- 
ployed adult (over age 25) eligibility category for the AFDC, gen- 
eral assistance, SSI, ex-offender and Vietnam-era veteran eligi- 
bility categories. The stigma attached to being from a low-income 
family is less than that of being on welfare, so the program's 
popularity with employers may increase. This change may produce a 
significant increase in utilization (and therefore in costs). 

8.4 Recommendations for Changes in the Administratio n of TJTC 
Participf tion in TJTC could be considerably increased if the program were 
promoted uore vigorously. If firms are approached in person, it should be 
possible to persuade a significant share of those approached to participate. 
To this end, we offer the following recommendations: 

• It is essential that the integrity of the el igibility determina- 
tion process be maintaine d. There is a danger that community 
based organizations that m.-na8e training programs serving TJTC 
eligibles, firms that hire eligibles and/or management assistance 
companies that serve as agents for employers will induce ineligi- 
ble job seekers to falsify their application for a voucher. Our 
reading of the recent process analysis of TJTC (Macro 1985) sug- 
gests to us thac in some states the eligibility determination pro- 
cess is not secure from abuse. SESAs should increase the fre- 
quency with which they audit Income, family status, and whether a 
youth' is supported by parents. Consideration should be given to 
ending telephone vouchering and tightening up the definition of 
whether the individual is supported by parents. Consideration 
should also be given to revising the applicant characteristics 
declaration so that the client is asked to write in the key facts 
about income and family status him or herself (rather than having 
a government official do it for them) and placing the warning 
about falsification in a more prominent place. 

• Personal outreach is more effective than other forms of outreach. 
It is most effective when it simultaneously informs the firm^ about 
the program and offers eligible referrals that meet the firm' s 
minimum requirements. Personal outreach must therefore be done 

by someone with access to a pool of eligibles who may h? screened 
and referred to firms. 

• Outreach must be increased and targeted on firms that may aire 
large numbers of TJTC eligibles. Administering agencies should 
also target firms that provide training to entry-level workers 
and offer career ladder opportunities. 
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• Local employment service offices should receive incentive payments 
when they certify a TJTC eligible. 

• Employers who want to hire TJTC eliglbles and give hiring prefer- 
ence to l1 m should be encouraged to place a statement in their 
job application that indicates that they are seeking target group 
members • 

• Local agencies should be discouiaged from voucher ing when a refer- 
ral has not been arranged. Instead, they should focus on selling 
the program to firms and offering to refer TJTC eligibles to them. 

• Employers must be informed by local agencies of the eligibility 
category of each individual. Ex-offenders make up only 5 percent 
of all TJTC vouchers. It is important that people in other 
eligibility categories be free of the stigma of being perceived as 
an ex-offender. 

• At present, application for TJTC certification must be made on or 
before the day the new hire begins work. This feature of the pro- 
gram increases the probability that the selection of the new hire 
is positively influenced by TJTC. This feature increases cost- 
effectiveness and should be retained. 

• Documentation of eligibility should be presented to the employment 
service no later than 15 days after a request for certification is 
made. This provision is designed to discourage employers from re- 
questing certifications for everybody hired regardless of whether 
there is any prior indication of possible eligibility. 

8.5 Recommendations for Changes in the Administration 
of Welfare Programs 

The following recommendations are offered to improve the administration 
of welfare programs as they relate to the TJTC program: 

• Agencies responsible for helping welfare recipients find employ- 
m ent should approach all large employers in the local labor market 
about TJTC and offer to make referrals of eligibles who have been 
screened to meet the finals needs . If the firm*s response to the 
explanation of the tax credit and the offer of eligible referrals 
is positive, referrals can be made. Disadvantaged workers who are 
referred need not even mention the tax credit and can concentrate 
on selling themselves. Expecting the job seeker to promote or ex- 
plain the program is probably unwise. 

• The disadvantaged worker* s job search should not be limited to 
firms contacted by the welfare agency. Direct application should 
be made to other firms . At these firms, job-seeking welfare re- 
cipients should be discouraged from initiating a discussion of 
their eligibility for TJTC or welfare recipient status with pro- 
sj)ective employers. Equal Employment Opportunity guidelines 
prevent employers from asking job applicants whether they are on 
welfare, so many recipients will be able to obtain jobs without 
their employer knowing they had been on welfare. If the employer 
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asks whether the applicant is eligible for TJTC, an affirmative 
answer should be feiven, but if the subject is not brought up by 
the employer, applicants should not mention their e ligibility. 

8.6 Alternatives to TJTC 

Even if all the recommended changes in design and program administration 
are adopted, TJTC's low participation rate and uncertain cost-effectiveness 
will not disappear overnight. TJTC's underutilization problem may be inherent 
in its basic structure— providing a subsidy to employers foi hiring stigmatiz- 
ed individuals. For this reason, two alternative methods of subsidizing the 
employment of the disadvantaged are discussed next. 

The Wage Rate Subsidy 

The wage rate subsidy is a supplementary payment to eligible individuals 
(not employers) that depends linearly on the number of hours worked. The 
hourly supplement to the wage is generally defined as some Traction (e.g., 50 
percent) of the difference between a target wage (e.g., $6.00 per hour) and 
the individual's actual wage, and thus phases out as the individual obtains a 
higher wage. Eligibility could be limited to certain target groups and, if 
desired, the level of the target vage could be made to depend upon demographic 
characteristics of the worker (e.g., family size). If eligibility were lim- 
ited to adult heads of household and the target wage were varied by far.ily 
size, such a scheme will be more target-efficient than welfare or a negative 
income tax (Betson and Bishop, 1982). 

Such a scheme increases employment by inducing eligibles to search harder 
for employment, inducing than to accept lower-wage job offers, and reducing 
the propensity to qvlt a job. Lerman (1982) and Johnson (1982) have shown 
that when participation is not universal and the unemployment of tha target 
group is due to the high marginal tax rates in welfare programs, unemployment 
insurance, or the availability of other sources of income (e.g., from hustling 
or dealing), a wage subsiJy paid to the worker has a much larger Impact on 
legal employment th ^n a subsidy paid to employers. When unemployment is due 
to the minimum wage and other wage rigidities, the reverse is true. 

The debate over the source of the high unemployment rates of the disad- 
vantaged has been raging for many years. Evidence for the proposition that 
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the .inicum wage is the prime culprit is found in the dramatic increases 
the employment rates of black youth when and where CETA was creating hundreds 
of thousands of jobs, as well as in the large numbers of people who apply for 
mlnlmu. wage Jobs. Evidence that the tninimum wage is having only a small 
impact comes fro. May current population survey data suggesting widespread 
Violations of the law. as well as from Brown et al.'s (1983) review of the 
t^me series studies of its itapact. 

One of the important advantages of the wage rate subsidy is that it can 
be paid directly to the individual. Consequently, if eligibility is categor- 
ical and based upon some stigmatizing characteristic (e.g.. welfare recipi- 
ency) the employers ..red not know which of .heir employees is recaiving a 
wage supplement. Alternatively it can be made a normal part of t. . with- 
holding if eligibility and target wage rates are based on demographic 
characters tics that are known to the employer. 

In 1980. an experiment (Friedman and Lerman 1983; Rivera-Casale et al. 
1982) was conducted in Wilkes Barre. Pennsylvania to test a $1.00/hour wage 
subsidy for disadvantaged youth. The r^.domly assigned treatment members were 
significantly more likely to find and keep jobs than those in the unsubsidize. 
control group. 

A Subsidy of Increases in Employment 

Policies that can achieve the twin objectives of stimulating employment 
while simultaneously reducing inflation must significantly lower the marginal 
costs of the fina's expansion and maintain this reduction in marginal costs 
for a considerable period of time. In competitive markets, a x duction in 
marginal costs is equivalent to an outward shift of the supply curve, and this 
inevitab^^ results in more real output, more jobs, and lower prices. In mar- 
kets chr- .terized by some degre. of monopoly, a reduction in marginal costs 
that can be relied upon to last will Induce the firm to lower its selling 
price and compete -aore aggressively. Here again, the result is more jobs, 
.ore output, and lower prices. The stimulus to employment will, of course, be 
greatest if the subsidv of marginal costs ia limited to employment costs. 

Well-designed, private-sector employment subsidies of expansions i' the 
employment and training of unskilled and young workers are an effective 
m.ans of reducing unemployment without reaccelerating inflation. A nunber of 
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studies have cone aded that employment can be increased and aggregate unem- 
ployment decreased bv shifting employment r^emand from skilled labor markets 
to unSKilled labor markets. Two empiri studies (Baily and Tobin 1978; 
Nichols 1982) have found that the unemployiuent rates in skilled labor marl'^.ts 
have a significantly larger impact on aggregate wage inflation than unemploy- 
ment rates in unskilled labor markets. Studies (Bishop 1979; Johnson 1982) 
that have examined the impact of wage subsidies in a general equilibrium 
framework have found that, because of the minimv^m wage, and transfer programs 
and h- h-wage elasticities Oi." labor supply by teenagers, women, and low-wage 
workers generally, a wage subsidy of unskilled labor will increase their em- 
ployment without significantly reducing the employment of skilled workers even 
if the skilled workers, are taxed to provide the subsidy. 

The revenue costs of a t-^ignif icant reduct:'on in the costs of increasing 
employmf^nc can be minimized by S'^tting threshold (e.g., the firm's Federal 
Unemployment Insurance tax base, or aggregate hours worked by all employed in 
the firm) and subsidizing increases in that ir.'^ey of employment. A subsidy of 
employment above a threshold is preferred over subsidizing new hires, because 
many firms have turnover rr.tes of 50 to 100 percent. Subsidizing nev^ hires 
quickly results in subsidizing the firm's entire work force. The use of 
either the Federal Unemployment Insurance tax base (as was done with the New 
Job Tax Credit in 1977 and 1978) or hours worked as the basis for subsidy 
would concentrate the subsidy on the lowe st-sV"^ 11 jobs — exactly the segment of 
the labor market where labor surpluses are greatest. Such a focus is desir- 
able because a general expansion of the economy will quickly produce short- 
ages in certain skilled occupations and the competitive bidding for the 
limited number of people with needed skills that will rekindle inflation . 

The subsidy could be even more strongly focused on the least-skilled by 
having a provision that reduces the subsidy if the firm's average wage in 1985 
exceeds its 1984 wage by more than some standard amount (e.g., 5 percent). 
Such a provision would have the further beneficial effect of putting direct 
downward pressure on wage inflation. Our experience with tbe New Job Tax 
Credit (NJTC) suggests that a marginal wage suDsidy of that type may promote 
wage inflation. This tendency can be forestalled, however, by reducing tne 
potential tax credits of a firm if its wage inert .es exceed some wage in- 
crease standard. Such a subsidy can be very simple to administe:. To 
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calculate its subsidy, the finn would need four numbers: (I) total wage bill 
this year and (2) in the base year, and (3) total hours worked this year and 
(4) in the base year. 

How such H scheme would wrk is most easily understood by exr^mining a 
specific proposal. (The oarameters of this proposal are illustrative.) Firms 
and nonprofit entities would receive a tax credit against Social Security 
taxes of $I.OO/hour for every hour by which total hours worked (incluaing 
those worked by salaried management) at the firm in 1985 exceed total hours 
worked in 1984. A tax credit would also be provided in 1986 for increases in 
total hours worked over the higher of 1985 or 1984's hours worked. In 1987, 
the t^x credit would be for increases in total hours worked over the highest 
c 1986, 1985, or 1984 hours worked. The tax credit would be reduced if rhe 
firm's average wage (calculated by dividing total compensation by total hours 
worked) in 1985 vas more than 5 percent greater than its 1984 wage. The 
threshold for the wage increase "take back" might be 10 percent in 1986 and 15 
percent in 1987. 

A general formula for the tax credit is as follows: 
TC - s E - u ^(Wi^'gWo)Hi^ 

subject to the constraint that TC > 0 and ^ (Wi^-gWo)Hi^ > 0 
where 

H^^ - hours worked by people in the it^ job during time period t; 
*''i(. " growth of employment in the i^^ job above the three. Id; 

- hourly wage rate of the i^h job in time period t; 
Wq « the firm's average wage in the base period; 
s =• hourly tax credit; 
g wage growth standard, g > I; 
u » take back rate. 

An increase in the wage rate is taxed at the rate u. This discourages wage 
increases above the standard. An expansion of hours that leaves the composi- 
tion of emp^oym^nt unchanged is subsidized at the rate of s dollars per hour. 

Where expam.xons are not proportional and the firm is in the take back 
legion, the r.ax benefit depends upon the wage rate of the jobs that are 
expanded, as follows: 
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If, for instance, s « $1.00/hour, u .1, and gWo = <58.00/hour, offering an 
additional job paying $A.OO/hoar would generate a tax credit of $1. AO/hour, 
expanding a job paying $12.00 would generate a credit of $0.60/hour, and 
►expanding a job paying $18.00/hour would generate no credit. 

This type of a marginal employment subsidy has a number of attractive fea- 
tures, as follows: 

• Firms are encouraged to increase employment by hiring inexper- 
ienced workers and training them, rather than by increasing 
overtime work or bidding experienced workers away from other 
firms by raising wages. 

• Within each firm, it tends to target the employment stimulus on 
the least-skilled workers. (This occurs because hiring extra 
low-wage workers lowers the average wage of the firm, and this 
helps the firm meet the 6 percent wage increase standard.) The 
increase in demand at the unskilled end of the labor market 
should produce large reductions in the unemployment of youth and 
the disadvantaged. 

• Targeting on less-skilled workers is accomplished without giving 
low-wage firms a proportionate!/ larger subsidy. 

• Firms are encouraged to slow the rate at which they increase 
wage rates. 

• Both marginal and average costs of production are reduced, while 
simultaneously taxing, vage increases above the standard. Pen- 
alty tax-incentive-based income policies (TIPs), in contrast, 
have the disadvantage of raising mar^^inal and average costs and, 
therefore, prices of firms that violate the wage standard 
(Dildine and Sunley 1978; Seidman 1978). 

• The expected revenue cost may be lowered cr raised by judicious 
adjustments of the subsidy rate, the take back rate, the employ- 
ment threshold, and wage growth standard. 

• If concern about the deficit makes revenue- losing schemes un- 
desirable, the schew can become a revenue raiser by raising the 
threshold of the employment subsidy, lowering the hourly rate of 
subsidy, lowering the wage growth standard, raising the tax rate 
on wage increases, and/or dropping the requirement that TC >^ 0. 

Note that the subsidy component lowers price inflation and the wage increase 
"take back" lowers wage inflation, so if they are ^:ept in the proper relation- 
ship to each other, the scheme will be neutral with respect to factor shares. 
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A mari,lnal subsidy called the New Jobs Tax Credit (NJTC) , with some of 
the features described earlier, was In operation during 1977 and 1978 ia the 
United States. The contrasts between NJTC and programs targeted on specific 
types of Individuals are dramatic. In 1978, 1.1 million firms (more than 30 
percent of the nation's firms and more than half of eligible firms), received 
a New Jobs Tax Credit (NJTC). In 197 9, fewer than 25.000 companies received a 
TJTC and fewer than 10,000 received a WIN tax credit. In 1981, TJTC partici- 
pation had Increased to only about 100,000 companies. 

The NJTC seems to have had major impacts upon the economy. In its 2 
years of operation, the NJTC subsidized more than 4 million person-years of 
employment. All three studies of NJTC have found that it increased employ- 
ment. The NFIB study (McKevitt 1978) estimate 300,000 extra jobs by the 
summer of 1978; the Perloff and Wachter study (1980) implied an increase of 
700,000 jobs in 1977; and the Bishop (1981) study estimated ISO, 000 to 670,000 
extra jobs by summer of 1978 in construction and distribution alone. Bishop's 
study (1981) found that reductions in the margin between retail and manufac- 
turer's wholesale prices induced by NJTC saved consumers between $3.8 and $7 
billion. 

The lesson of our recent experience with employment subsidies is that a 
subsidy of private-sector employment will regch a scale and cost-efficiency 
sufficient to make a real dent in structural unemployment, only if the fol- 
lowing occur : 

• Employers are able to simply certify their own eligibility . 

• The behavioral response desired of employers Is obvious an d 
simple for them to implement . 

• All or almost all employers are eligible (otherwise, the resu lt 
is a redistribution of who employs whom) (Perloff 1982). 

• Targeting Is essential. It is important to exclude workers who 
do not need the helpj but it is also important to include all 
workers in need of help > Subsidizing the employment of some but 
not all disadvantaged workers may result in those eligible for 
subsidy displacing equally disadvantaged workers who are not 
eligible for subsidy. Overly inclusive definitions of the tar- 
get group will reduce the cost-effectiveness of the program in 
helping the "truly reedy" (Johnson 1982; Perloff 1982). 
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The target group is defined by a nonstlgmatlzlng criterion that 
is visible to the employer (a characteristic of the job, such as 
wage rate, is better than characteristics of the worker) * 

It is marginal — paying for increases in employment above a 
threshold, such as done by NJTC , This feature raises the cost-- 
effectiveness of the wage subsidy. Thresholds should either be 
fixed, updated by statistics the firm does not influence, or 
updated on the basis of peak employment levels (Bishop and 
Wilson 1982). 
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NOTES 



1. Given the great anount of television advertising about TJTC, it is 
surprising that the respondents in 23 percent of all establishments reported 
not having even "heard" of TJTC. In addition it was mentioned in one of the 
70 questions in the 1980 NCRVE employer survey. Clearly, information that is 
not used is often quickly forgotten. 

2. The monthly turnover rates implied by the 1984 survey were 3.2 percent 
for TJTC eligibles and 1.46 percent for other workers in the same or similar 
jobs. The turnover differential is 1.74 percent per month. The 1982 employer 
survey provides an estimate of the magnitude of training investments during 
the first quarter of employment: 1.5 months of potential productivity. As- 
suming that separations follow the month's training investment, the average 
loss of training investment associated with knowingly hiring a TJTC eligible 
is 1.79 percent of a month's potential productivity during the first 3 months, 
and 5.22 percent by the end of the year (assuming total investment in training 
is about 25 percent of the 1 year's potential productivity). Combined with 
the 7 percent productivity differential, we have a total penalty of 12 per- 
cent. 
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APPENDIX A 

A BRIEF DESCRIPTION OF THE FIRST WAVE 
OF THE EMPLOYER SURVEY 
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\ BRIEF DESCRIPTION OF THE FIRST WAVE 
OF THE EMPLOYER SURVEY 



WESTAT, Inc. of Rockville, Maryland was the survey contractor. They ob- 
tained completed interviews with 5,859 employers. Of these, about 486 were 
with private employers who had a CETA-OJT contract during 1978 or 197 9, 33 
with taxi companies and 5,340 witn employers selected randomly from ES202 or 
Dun and Bradstreet Market Identifier Files (DMI) lists. Interview time ranged 
from less than 20 minutes for firms with very few employees to 2 hours or more 
for firms with multiple establishments and several hundred employees. A 
screener and a main questionnaire were used for all interviews. If the em- 
ployer requested more information on the survey, a questionnaire explanation 
and worksheet were mailed to the employer. The interview was then conducted 
over the telephone after receipt of the materials. For large and medium- 
sized firms, there were normally two or three respondents per firm. Small 
firms generally had one respondent. 

Table A-1 lists the sites and response rates obtained in each site. 
Overall, refusal rates were very low for this type of study. However, the 
sites located in Ohio and Louisiana stand out as exceptions to the rule. The 
refusal races for these sites range from 2 percent to over 11 percent above 
the average for all sites. Also, the number of max-call cases is somewhat 
higher in these sites. We suspect that sorie of these cases may have been 
"avoidance" cases— that is cases in which the respondents had no intention of 
completing the inter /iew but felt that if they put the interview off long 
enough, the interviewer would stop calling and they would not be forced to 
refuse outright. 



Sample Design of the Employer Survey 
The Probability Sample 

The primary sample frames for the employers survey consisted of lists of 
business units that, in compliance with the requirements of state unemployment 
insurance laws, file quarterly reports on employment with state employment 
security agencies— the ES202 lists. These reports were expected to provide a 
virtual census of the workers of private nonagricultural employers, and are 
the benchmark upon which National Income Account estimates of employment and 
compensation are based. Since the law requires that newly formed businesses 
file for an employer identification number before the end of the quarter in 
which they hire their first employee, thp lists were expected to be quite up- 
to-date. The ES202 listings of employ«;rs contain the four-digit SIC code and 
a count of the number of employees in the first quarter of 1979 for each re- 
porting unit. 

State laws regarding the confidentiality of the ES202 list in Kentucky, 
Alabama, and Ohio necessitated using alternative sampling frames in these 
states— the (DMI). Although not quite as comprehensive nor as up-to-date as 
the ES202 list, the DMI does provide the information necessary to replicate 
the sample selection procedures based on employment and SIC code planned for 
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TABLE A-1 



Number 

Slte^ Cofnpietes 

A I abama 

Mobile 358 

Birmingham 220 

Pensooola, FL 142 

Kentucky 

Pike 2^2 

Buchjnan/DIckenson, VA )21 

Harlan 103 

Louisiana 

Baton Rouge 33"' 

Beaumont/Port Arthur , TX 1 78 

Lake Charles/Lafayette 157 

Ml ssour f 

Central Missouri 279 

Southeast Missouri 1 50 

Northwest Missouri 132 

Ohio 

Columous 420 

Toledo 205 

Cincinnati 235 

Texas 

Corpus Christl 343 

ban Antonio 227 

New Orleans, LA 176 

'Washington 

Southwest Washington 294 

Skaglt/Watcom 1 55 

Olympla Peninsula 114 

Colorado^ 

Weld 112 

Alanosa ^8 

Logan/El Paso 60 

Wisconsin^ 

Marathon 142 

Outage/nle 61 

Winnebago ^7 

TOTALS 5,068 



Completion^ Refusal-^ Response* 
Rate Rate Rate 



56*7 21.) 75.^ 

56.8 20.0 73.3 

52.8 19.e 75.5 

59.2 11 .1 86.6 

56.3 9.0 89. C 
61 .3 7.2 86.5 

48.1 26.7 67.8 

49.2 21.6 72.3 

55.9 20.3 75.8 

58.7 13.3 83.5 

59.8 9.6 87.7 

66.3 10.8 88.0 

52.9 25.1 69.4 

55.7 25.2 70.7 

49.3 26.1 67.3 

52.4 20,2 73.8 

51.8 19.8 73.0 

39.7 29.6 63.1 

54.8 1.20 82.8 

63.5 12.4 83.3 
49.1 23.5 73.1 

36*0 1.8 97.4 

37.9 — 100,0 
36.1 6.2 93.7 

45.9 4.0 95,9 

31.8 4.7 95.3 

33.1 8.1 91 .9 

51.7 18.5 76.5 



'Under heading, site listed first Is P I lot; site listed second Is Household Contro l- site 
I 1 sted third Is Employer Control . 

^Completion Rate = (# of Completes ^ # Partial Completes) Total # of Final Izatlons, 

^Refusal Rate « # of Refusals U of Complete + # of Partial Completes + # of Refusals). 

^Response Rate = (# of Completes + # of Partial Completes) (# of Completes . I of Partial 
Completes + # of Refusals + (Max-Calls x67jl)). 

Vor budgetary reasons these regions were eliminated from the sample midway through the 
Interviewing period. 
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the ES202 frame and, therefore, fills the gaps in our £3202 listiags quite 
well. 



The industrial universe represented by the employer survey included all 
nonagricultural for-profit employers that have unemployment insurance ac- 
counts. Agriculture, forestry, and fisheries (SIC Code 00-09) were excluded 
because of the poor coverage of these industries in the ES202 files. Also 
excluded were government and government enterprises (SIC Codes 43, 90-99) and 
nonprofit organizations (SIC Codes 821, 822, 823, 84, and 86). Since govern- 
ment and nonprofit organizations are not limited to these SIC codes, an ini- 
tial screening determined whether the organization contacted was nonprofit or 
governmental, and the interview was terminated if it was. The ES202 and DMI 
lists of employers were also checked against other employer lists— membership 
lists of the local chamber of commerc lists of local manufacturers — and with 
the local CETA prime sponsor to ensure that no really large local employers 
were inadvertently left out of the sample frame. 

The Supplementary Sample of Employers with CETA QJT Contracts 

Only a tiny proportion of the employers in a labor market negotiate and 
sign OJT contracts with CETA. Consequently, a random sample of 6,000 employ- 
ers was expected to yield only about 200 who had OJT contracts with CETA. An 
analysis of employers' decisions requires many more observations than that. 
Therefore, a supplementary sample of approximately 490 employers who had CETA 
OJT contracts in 1978 or 1979 was drawn to provide additional observations on 
this class of employers. The program records of the CETA prime sponsors in 
pilot and control sites were the source of the list of OJT contractors from 
which this sample was drawn. 

Geographic Coverage of t>e Employer Survey 

The employer survey was conducted in 28 sites dispersed around the na- 
tion. Ten of the sites were selected because the U.S. Department of Labor was 
running a major social experiment, the Employment Opportunity Pilot Projects 
(EOPP), in these labor markets. Eighteen other locations were selected to 
form a control group for planned studies of the impact of EOPP. Both rural 
and urban. Northern and Southern employers are represented. Although the 
sites were not randomly selected, the local economies that were included seeia 
to represent the nation. They range from an Appalachian coal community to a 
Pacific Northwest logging area, and from a Midwestern industrial center 
(Columbus) to Corpus Christi, a center of the oil and petrochemical indus- 
tries. Table A-2 lists the counties that were included in each site and the 
total private nonagricultural employment of each site. 

Selection of the sample 

Stratified random samples of unemployment insurance tax filing units were 
drawn from the ES202 lists. Where the ES202 lists were unavailable (i.e.. 
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Kentucky, Alabama, and Ohio), stratified random samples of establishments were 
drawn from the Dun and Bradstreet Market Identifier File. The sampling proce- 
dure for selecting the employers involved the following steps: 

1. A sampling measure of size was assigned to each employer in the 
frame, based upon the estimated number of iow-wage workers . 
These measures of size , Z j, were computed from the following 
formula: 

Zj » [wj[ (1 + employmentj)] 

where w^ is an est imate of the proportion of "low-wage" em- 
ployees in the "i*'th industry, based upon tabulations of the 
1970 Census Public Use Tapes for the 10 initially defined pilot 
sites . In order to ensure enough observations for a study of 
the impact of EOPP on out-contracting to low^age employe :s the 
Zj for four industries was tripled (SIC 7349, 7362, 7393, 
5963). 

2. Multiunit employers within the same site who had the same iden- 
tification (account) number were consolidated into a single re- 
cord, which was then assigned the measure of size. 

' ' 1 

3. The certainty das'", employers for which Pj>^ , was determined 

in accordance with the assumption that the dropouc rate in this 
class would be approximately one-half. (The errors of this as- 
sumption will have little effect. They will shift only a few 
employers, who in any Ccse would have large probabilities of se- 
lection into or oi t of the certainty class.) 

4. The noncertainty sample was selected by arranging the balance of 
the frame in order of size, assigning all employers who reported 
zero employment to a singlr stratum, dividing the remaining em- 
ployers in the array into six strata (each having about the same 
aiggvegate size), and choosing (with equal probability) about 
four times the desired number of completea interviews. The order 
of the selected establishments was Chen randomized across all 
strata. 

In conducting the canvass, the selected employers who were out 
of business or who were inaccessible because of bad addresses 
were deleted by an advance screening operation. Interviews were 
then at Letup ted for all the remaining certainty employers . For 
the tl,>ncer^ainty sample, however, interviews were attempted for 
thf firiTt n^ employers in the randomly sorted list, where n^ 
ie the det'ired number of completed interviews for the site. 

5. Because the units listed in ES202 were not expected always to 
correspond to single- location establishments, all selected unit 
wee asked whether they operated at more than one location wich- 
in the target area. Those that did were requested to submit a 
single report covering all of their locations in the site, if 
feasible. However, where only separate reports would be ob^ 
tained, a subi>ample of establishments was selected and the 
sampling w*?ights adjusted accordingly to reflect the correct 
probabilities of selection. 
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TABLE A-2 

GEOGRAPHIC COVERAGE OF EMPLOYER SURVEY 



Site 



Pilot/ 
Contro I 



Total Pr ivate 
Employrrent 
In Site 



Count les 



A iabama 

Mobile P 

Birmingham c 

Pensacola C 

Colorado 

Weld County P 

Alamosa County C 

Logan, El Paso County C 

^ entucky 

Pike County P 
Buchanan, Dickenson Co. C 

Harlan County C 

Louis lana 

Baton Rouge p 

Beaufnont^Port Arthur C 

Lake Charles C 

Missouri 

Central Missouri P 

Southeast Missouri C 

Northwast Missouri C 
Ohio 

Columbus P 

Cincinnati p 

Toledo C 

Dayton C 
Texas 

Corpus Christ I P 

San Antonio C 

New Orleans C 
Wash 1 ngton 

Southwest Washington p 

Skagit, Whatcom County C 

Olympla Peninsula c 
Wisconsin 

Marathon County p 

Outagamie County c 

Winnebago County c 



115, 738 Baldwin, Escambia, Mobile Co. 

271,202 Jefferson, Shelby, Walker Co. 

77,684 Escambia, Okaloosa, Santa Rosa Co. 

25,207 Weld County 

20,000 Alamosa County 

37,348 Logon, El Paso Co. 

15,645 Pike County 

14,861 Buchanan, Dickenson Co. 

8,382 Harlan County 

104,299 East Baton Rouge Parish 

114,064 Hardin, Jefferson, Orange Co. 

87,457 Calcasieu Parish, Lafayette Parish 

30,067 Carroll, Charlton, Johnson, Lafayette, 
Pettis, Sal Ine Co. 

58,165 Bo linger. Cape Girardeau, Iron, Perry, 
St. Francois, Ste. Genevieve Co. 

39,847 Buchanan, Caldwell, Clinton, Daviess, 
Grundy, Livingston Co. 

30^,325 FrankI In County 

402,091 Hamilton County 

1 7^ ,451 Lucas County 

250,000 Montgomery County 



103,532 Aransas, Bee, Brooks, Duval, Jim Wei Is, 

Kenedy, Kleberg, Live Oak, McMullen, 
Nueces, San Patricio Co. 

^bo,855 Bexar, Comal, OeWItt, Gonzalez, 

^jadalupe, Karnes, Victoria, Wilson Co. 

21 1 ,892 Orleans Parish 



43,216 Cowlitz, Grays Harbor, Pacific, 
Wahkiakum Co. 

36,959 Skagit, Whatcom Co. 

20,453 Jefferson, Lewis, Mason, Skamania Co. 

30,978 Marathon County 

43,113 Outagamie County 

45,313 Winnebago County 
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APPENDIX B 
EMPLOYER SURVEY QUESTIONNAIRE 
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PART C: GOVERNMENT PROGRAMS 



301. Have you heard thAt federal 
tax credits are available to 
employers who hire cei tain types 
of workers. These prograrr.s are 
usually caller* "^arg'sted Job Tax 
Credits or T3 i«-, and Work Incentive 
tax credit or WIN. 



Y€s (ASK 302) 1 

No (GO TO 3<t0).. 2 

DK (ASK 302)..... S 

NA (ASK 302) 9 

( Q,340 IS ON PAGE 50) 



22 



302. Have you or any of your staff spoken to Yes (ASK 303).... I 

a representative of government, a trade No (GO TO 305). 2 

association, or a local business 
organization about these tax credits? 



DK.,...(GO TO 305). S 
NA.....(GO TO X'/. 9 



303. In what month an-^ year was your 
initial com xx about tax credits? 
(IF DK PROBE: ^"hat is your best 
guess.) 

304. Was the initial conversation about 
tax credits initiated by (READ LIST) 
(ALLOW ONLY ONE RESPONSE, IF 
MORE THAN ONE PROBE FOR 
HRST CONVERSATION.) 



1 



MONTH YEAR 

DK 989998 

NA. 999999 

You? 1 

Your staff or company ?.2 

By Government? 3 

A Trade association?.... ^ 

A local business 

organization? 5 

Or something else 6 

DK 8 

NA. 5 
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305. Do you think tax -credit- 
eligible people would 
usually make better or 
poorer new employees 
than people who are not 
tax-credit-eligible? 

306A.Does your company try 
to identify and certify 
tax-credit-eligible 
employees that have 
already been hired? 



306B.Does your company make an 

effort to select new employees 
that are tax-credit eligible? 



Better I 

Poorer 2 

NO DIFFERENCE 3 

DK 8 

NA 9 

Yes...lASK.306B) i 

NO...CG0. T0.307}. 2 * 

DKi:ASK..306B}. g 

NA.iASK.306B3 9 

Yes....M.T<?..308J. 1 

f4o 2 

DK..iGO TO..308;. g 



30 



31 



32 



IF "NO" TO Ju^A AND 3Q6B ASK Q. 307. 
ALL OTHERS GO TO 308. 



307. In other words, your company has 
never hired any tax credit eligible 
employees. Is that correct? 



Never hired., 
Fiave hired., 
DK., 
NA.. 



. CGO TO 333) 
. CASK 308) . 
. CGO TO 333) , 
•CGO TC ^oi). 



.1 33 
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30S. What has your company done m the past 3 years to determine if any 
new employees were eligible for tax credits. (DO NOT READ LIST, 
WRITE VERBATIM, CODE IF CLEAR, PR03E; '*.at other reasons J 
Can yov be more specific?) 

41-42 

^ 4Z-44 



Tried to get ™re Lfuforaation on nax 
credit pro g r ums Cgwcrall 

Called einplo>r!»nt service for 
* infomation 

Called another govcmniwit agency for 
infonnatioa 

Efforts mads pnor to hiring (general).. 

Checked job application for 
eligibility 

^tide assessment of eligibility during 
tile interview 

Revised job ^^jplication to obtain 
necessary infbniurcion 

Sent applicant to enployment sen*ice 
before hiring 

.Aiked aoplicants if they had 
characteristics that :nade rhem 
eligible 

Job applicant told comDany he or she 
was eligible '. 

Asked eapioynmt service to refer 
eligibles 

.\slced other agencies co refer 
eligibles 

Other efforts prior to hiring 



Efforts made after hiring (germal) 

Caopany sade assessnwnt after hiring. 

Company sent new employee to job 
service after hiring 

Snplovmmt service cam and checked 
anployees 

Company hired a firai to c^eck 
an)loyees 



Other 



DK. 
NA. 
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7n ; ra 


'lention ''enrion 


''ercian 


10 




' .A 


ll 




U 




• n 




:o 


in 


20 




:i 






:: 




.0 


zz 




• 


24 




:s 


r3 




:& 


:b 


26 




■^^ 




:s 




23 


29 


29 


29 




40 


40 


41 


41 


41 


42 


4: 


42 


43 


43 


43 


44 


44 


44 


96 


96 


96 


97 


97 


97 


98 


98 


98 


99 


99 


99 
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309. Recently the law was changed. 
Under current law, companies 
are able to obtain a tax credit 
for hiring eligible individuals 
only if the company applies for 
certification of the employee 
before that person starts work. In 
what month and year did you learn 
of this change in the law? 



J_J_ 

MONTH YEAR 

Now/Didn't know... 999997 

DK 989998 

NA. 999999 



45-50 



309A.READ STATEMENT: This change in the rules became effective in 
September 1981. The following two sections ask separate questions 
about your experiences with the programs before and afte- 
September 1981 . 



310. Between January 1980 and 
September 1981, how many 
new employees did your company 
hire that were eligible for a 
Targeted Job Tax Credits, TJTC, or 
Work Incentive, WIN, tax credit? 



One (ASK 311)... 0001 

(GO TO 31 7) 

RECORD NUMBER 

Some, DKi^ 
(GO TO 317) 9996 

None (GO TO 32'*). 9997 
DK (GO TO 32f).9998 
NA (GO TO 32'>).9999 



51-54 



311. In which year did you hire 

this worker: in 1980 or diiring 
the first 9 months of 1981? 



312. Did you apply for the tax credit by 
obtaining certification of the new 
employee's eligibility? 



1980 1 

1981 2 

DK 8 

NA. 9 

Yes (GOT0 3U)...l 

Nt (ASK 313).... 2 

DK (G0T0 3U).. 8 

NA (GO TO 3U).. 9 



55 



56 
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313. Why didn't you apply for the tax credit? (DO NOT READ LIST, 

RECORD VERBATIM, CODE IF CLEAR, PROBE: Vh^t other reasons?/ 
Can you be inore specific?) S7'S8 



59-60 
61-62 



First Second Third 

Mention Mention Mention 

Administrative/Structural Rear:/ns 

(General) - 10 lo lo 

Deadline for applying past 

Employee left before being certified 
Employee did not stay with firm for 
required length of time to be 

certified 

Lack of knowledge/Dont 

know how 

Not eligible for other reasons 

Other Administration 

Benefits did not outweigh costs 

(General) - 

Tax benefit too small 

Paperwork too great 

Other 

Worker ability (General) 

Worker is so good tax credits 

not needed c 

Other_ 

Don't need tax credit (GeneraO 

Not needed because company 

has no tax liability 

Ovher 

Dont want to get involved with 

government (General) 50 50 50 

Might result in in' ^ference by 

government- 51 51 51 

Other 52 52 52 

Don't believe it is ri^nt 

to take government/tax money 60 60 60 

Other (General) SO SO 80 

DK 98 98 98 

- 99 99 99 



11 


11 


11 


12 


12 


12 


13 


13 


13 


I'* 


14 


U 


15 


15 


15 


16 


16 


16 


20 


20 


20 


21 


21 


21 


22 


22 


22 


23 


23 


23 


30 


30 


30 


31 


31 


31 


32 


32 


32 


kO 


kO 




kl 


kl 


kl 


H2 


1*2 


H2 
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31^^. When you hired this eligible 

employee did you know or think 
he or she might be eligible 
for a tax credit program? 

315. How much did this possibility 
of eiigibiltiy increase the 
the applicant's chance of 
being hired (READ LIST).. 



Yes (ASK 315) 1 

No (GO TO 316) .2 

DK (GO TOM 6)..... S 
NA (GO TO 316) — 9 

A great amount 1 

A moderate amount 2 

Not very much, or 3 

Not at all k 

DK 8 

NA......„....... 9 




17() 
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16. How did you learn the wo?ker was eligible? (DON'T READ LIST, 

RECORD VERBATIM, CODE IF CLEAR, PROBE: ^'^t other reasons?/ 
Can you be more specific?) 65-66 

, 67-68 

. . 63-70 



First Second Third 
Mention Mention Mention 





10 


10 


10 


ReferraJ agency told 


20 


20 


20 


Employment service that referred 


21 


21 


21 


High school that referred 


22 


22 


22 




23 


23 


23 


CETA agency that referred 


2k 


2k 


2* 


Other referral 










25 


25 


23 


Sent applicant to employment service 


30 


30 




A company we hired determined 


kO 


40 


40 


Respondent or staff 


50 


50 


50 


Employment service came and 


60 


60 


60 


Other 


80 


80 


'iO 




98 


98 


98 


NA. 


99 


1>9 


99 



GO TO Q.327 GO TO Q.327 GO TO Q.327 (PAGE 46) 

71-78 bl 
79 - 1 
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317. How raany of these 
eligible employees 
were hired in the first 
9 mcHiths of 1981? 



318. How many of the tax credit 
eligible emt^loyeea hired 
between January 1980 and 
September 1981 were not or 
will not be claimed for 
a tax credit? 



C.14 

1 bl 

New I.D. :Z-S 

(ASK 318) . 6-9 

RECORD NUMBER 
Some, DK#Jl^K..?l?l 9996 
Noneiefi..TO.324X... 9997 

DK.C^S..?A81 9998 

NAXA5K..5A8} 9999 

(Q.324 IS ON P. 44) 

(ASK 319) 10.12 

RECORD NUMBER 
Some, DK# (ASK 319). 99/6 
None (GO TO 320).... 9997 

DK (GO TO 320)...... 9998 

NA (GO TO 320)... 9999 
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319. Why didn't you apply for the tax credit for these eligible 

employees? (DO NOT READ LIST, RECORD VERBATIM; CODE IF 
CLEAR; PROBE: What other reasons?/Can you be more specific?) 

■ : 14-15 

16-27 

13-19 



First Second Third 
Mention Mention Mention 



Administrative/Structural Reasons 
(General) 

Deadline for applying past 

Employee left before being certified 
Employee did not stay with firm for 
required length of time to be 

certified....,,—- ^ 

Lack of knowledge/Dont 

know how.. ^ 

^tet eligible tor other reasons-. 
Other Administration 

Benefits did not outweigh costs 
(Oenerai).. 

Tax benefit too small 

Paperwork too great...... , 

Other 

Worker ability (General) , 

Worker is so good tax credits 

not needed 
Other_ 

Don't need tax credit (General)...-, 
Not needed because company 

has no tax liability.....v , 

Other 

Don't want to get involved with 

govem't (General) 

Might result in interference by 

government 

Other 

Don't beleive it is right 
to take government/tax money. 
Other (General) 

DK 

NA. 









10 


10 


10 


11 


11 


11 


12 


12 


12 


13 


13 


13 


If 


14 




15 


15 


15 


16 


16 


16 


20 


20 


20 


21 


21 


21 


22 


22 


22 


23 


23 


23 


30 


30 


30 


31 


31 


31 


32 


32 


32 




40 


fO 




41 


41 




42 


42 


50 


30 


50 


51 


51 


51 


52 


52 


52 


60 


60 


60 


80 


80 


80 


98 


98 


98 


99 


99 


99 
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320. How many of these employees (ASK 321) 

did you know or think might RECORD NUMBER 

be eligible before you Some, DK// 

hired them? (ASK 321) 9995 

All of them 

(GO TO 322) 9996 

None 

(ASK 321) 9997 

DK (GO TO 322).. 9998 
NA (GO TO 322)., 9999 

321. Of those you did n^x know were eligible when you hir,sd them, how did 
ycu later leam they were eligible? (DO NOT READ LIST, RECORD 
VERBATIM, CODE IF CLEAR, PROBE: What other reasons? / Can you 

be more specific?) 24-25 

— . 2S-27 

. 25-25 

First Secoi i Third 
Mention Mention Mention 



ERIC 



Applicant told company ^ 10 

Referral agency told company 

(general) 

Employment service that referred 
worker 

High school that referred 
worker 

Welfare office 

CETA agency that referred 
worker 

Other referral 

Sent applicant to employment service 
to determine eligibility 

A company we hired determined 

eligibility 

Respondent or staff 

determined eligibility 50 

Employment service came and 

checked workers. 

Other 



10 



10 



DK , 

NA. 

:F none in 320, GO TO I2k. 



60 

70 

98 
99 



20 


20 


20 


21 


21 


21 


22 


22 


22 


23 


23 


23 


2% 


Ik 


2k 


25 


25 


25 


30 


30 


30 




kO 


kO 




50 


50 




60 


60 




70 


70 




98 


98 




99 


99 
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32?- Of those you knew or thought were eligible when you hired them, how did 
you ieam of their eligiblity (DO NOT READ LIST. RECORD VERBATIM. 
CODE IF CLEAR. PROBE: What other reasons?/Can you be more specific?) 



30-21 
22-33 
24-35 



First Second Third 
Mention Mention Mention 



Applicant told company..... 


10 


10 


10 


Referral agency told company 


20 


20 


20 


Employment service tiAt referred 


21 


21 


21 


High school that referred 


22 


22 


22 


Welfare office 


23 


23 


23 


CETA agency that referred 


2t* 


2* 


2* 


Other referral 










25 


25 


25 


Sent applicant xo employment service 
To determine eligibility 


30 


30 


30 


A company we hired determined 


1*0 




40 


Respondent or stsiff 

determined eligibiUty 


50 


50 


50 


Employment se.^ice came and 

checked workers 


60 


60 


60 


Other 


80 


80 


80 


DK 


98 


98 


98 




99 


99 


99 
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323. How much did this possibility A great amount 1 

of eligibility incrft 3e the* A moderate amount 2 

appiiCtjits' chance of being Not very mucn, or 3 

hired .READ LIST)... Not at aU f 

DK 8 

NA. 9 

32'*. Next I am going to ask (ASK 325) 57.53 

you a series of RECORD NUMBER 

questions about the period Some, DKiS^ 

betwten October 1981 and (ASK 325) 99b 

today. During this None..(GO TO 326)....S97 

period, how many of your DK..(GO TO 326) 998 

new hires were oertified as NA..(GO TO 326^ 999 

eligible for Targeted Job 
Tax CreiUt . TJTC, or Work 
Incentive, WIN, tax credit? 



325. Hew did ; ou learn that these new employees might be eligible for tax 
credits? (DO NOT READ LIST; RECORD VERBATIM. CODE IF 
CLEAR. PROBE: What other reasons?/ Can you be nore specific?) 



40 41 
42-43 



First Second Third 
Mention N^ention Mention 



Applicant 10 id company 10 10 

Referra' agency told 

told jmpany (general) 20 20 

Employment service that referred 
worker 21 21 

High scnool that referred 
worker - 22 22 

Welfare office 23 23 

CETA agency at referred 
woTKer , 2^* 2k 

Other referral 

25 25 

Sent applicant to entployment service 

to determine eligibility. 30 30 

A company we hired deter .r ined 

elijibiiity , klj 40 

Respondent or staff 

dtter mined eligibility 50 30 

-mployment servic- came and 

cht.cked workers. 60 60 

Other 80 80 

OK.-.- 93 98 

>iA 99 99 



10 



?0 

21 

22 
23 

2k 

25 

30 

40 

50 

60 
80 
98 
99 
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326. How many requests for tax 
credit certifications do you 
have pending ? 



RECORD NUMBER 

Some, DKi) 996 

None 997 

DK 998 

NA. 999 



46-43 



327. Since September 1981 has the 
requirement that an application 
for certification be made 
simultaneously with hiring the 
worker prevented you from 
obtaining certification of an 
otherwise eligible new hire? 



Yes.... (ASK 328) 1 

No (GO TO 332A)... 2 

DK. (GO TO 332A).. 8 
NA. GO TO 332A)... 9 



49 



328. For how many new hires 
has this happened? 



329. How many of these did you 
know or susp>ect were 
eligible when you hired 
them? 



RECORD NUMBER 

Some, DK# 996 

DK 998 

NA 999 

RECORD NUMBER 

Some, DKi/ 996 

DK 998 

NA 999 



50-52 



53-55 



NO QUESTIONS 330 - 332 



332A.The next series of questions are for the entire time period from January 
1980 through today. 
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333. Have you been asked by Yes-(A5K 3j«f) 1 

the Employment Service or No-iGO TO 335) 2 

any other agencies DK..j(GO TO 335) 8 

tt» accept referrals of job NA-j(GO TO 335) 9 

applicants who are eligible for 
Targeted 3ob tax credits, or 
Work Incentive tax credits? 

cn-ns IS Ncrr v^ta on tic 

JOB TRAINIr^o.) 



57 

3j*. Did you agree tj accept Yes.j(A5K 335 ) 1 

referral of tax credi; No...(GO TO 338) 2 

eUgible- / DK^iGO TO 338) 8 

NA«X;0 TO 338) 9 

335. Have you asked the employment Yes»(A5K 335A) 1 

service or any other agencies No— (CO TO 338) 2 

io refer people to your cor.i- DK.iGC TO 338)~.... 8 

pany who are eligible for a NA„(GO TO 33a)~.... 9 

1 ax credit? 



335A. Since January of 1980 ^^-^^ 

how many of these tax credit RECORD NUMBER 

eligible reftrrals Some, DKif ..996 

were hired? None ...997 

DK ,. 998 

NA . „. 999 

335B. How nrwny tax credit eligibles 62-64 

you were told had been referred RECORD NUMBER 

never showed up for an interview? Some, DK# 996 

None . 997 

DK 998 

NA. 999 

BEST COPY AVAILABLE 
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336, Since the beginning of 1980 (ASK 337^ 

how rr^ny tax<redit-eligible RECORD .^LIMBER 

workers were rrf erred to you Some, DKi^ (ASK 337)... 996 

as ciigibie for TJTC OR WLN, None (GO TO 338) 997 

were interviewed but not DK (GO TC ''38) 998 

hired? (IF DK PROBE: Just NA (GO i >38) 999 

your best guess.) 

337. What were the primary reasons why you did not hire these 
applicants? (DO NOT READ LIST/... RECORD VERBATIM. PROBE; 
What other reasons?/ Can you be more specific? 



First Second 
Mention ^lention 



Poor qtulifications (general) 

Person had wrong skills 

Insufficient skills 

Reading and writing poor 

Lack of job laiowledge 

Lack of experience 

Overqualified 

Poor school record 

Insufficient 5^chooling or training 

Got poor reconnendation from previous 
employer 

Poor previous work record 

Application inconplete 

Misstatement on application 

Poor interview 

Applicant didn't show interest in job. 

Language problera 

Person doesn't seem to fit into 
cGopany 

Handicapped 

No openings 

Enploynent service was slow in sending 
people. 

Other 

DK 

NA !. ! 



01 
02 
03 
Oi. 
05 
06 
07 
08 
09 



01 
OZ 
03 
04 
05 
06 
07 
08 
09 



Third 
Mention 

01 

02 

0^ 

04 

05 

06 

07 

08 

09 



10 


10 


10 


u 


11 


11 


12 


12 


i: 


13 


13 


13 


14 


14 


14 


15 


15 


15 


16 


16 


16 


17 


17 


17 


18 


18 


18 


19 


19 


19 


20* 


^0 


20 


96 


96 


96 


98 


98 


98 


99 


99 


99 



338. In • e tuture, do you 
' n to ask for 
referrals of tax-credit- 
eligible employees when 
you need to hire 
unskilled workers? 



Yes (GO TO 340) i 

No (ASK 339) 2 

DK (ASK 339) g 

NA (GO TO 3kQ) 9 



74 
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1 - bl 

339. Can you tell us why you do not plan to ask for referrals? (DON'T READ^y^ ; 2-5 
LIST. RECORD VERBATIM. CODE IF CLEAR. PROBE: What other reasons?/ 
Can you be more specific?) 



10-11 



First Second Third 
Mention Mention Mention 

a. Didn't think of it 01 01 01 

b. Don't expect to oe hiring.......... 02 02 02 

c. Will not be needing types of 

workers who might be eligible... 03 03 03 

d. Employment service or other agency 

is too slow.— 04 04 04 

e. Doot use the employment service 05 05 05 

f. Dissatisfied with employment 

service "^f^rritlf- 06 06 06 

g. Too much paper work........... 07. 07 07 

h« Eligible workers not 
skilled enough—....*—.—....— OS OS OS 

i. Eligible workers not 
reliable enough—..— .•«c «•••.— ^> 09.. .. . J09 09 

j. Applicants should be judged by 
qualifications not by whether 

tax credit available..........— 10 10 10 

k. Would not benefit because we have 
no tax liability...- 11.^..... 11..^.. .11 

We ^•^e not eUgible- 12 12 12 

m.Tax benefit not big enough- 13 13 13 

n. Might result in govemt interference 
Specify type 14 J4 14 

o- Other (SPECIFY) 15 15 15 

DK.......— .•.—.....—......—..—••..... • < <• •* 98 . ..... 98 • • « « « 98 

NA. 99 99 99 



ERIC 
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12 

3*0. Have you heard of a Yes„..(ASK 341) 1 

government On-the-Job No (GO TO 3S9) 2 

Training k^ogram or OJT DK (ASK 3*1) 8 

whereby the government pays NA (ASK 3*1) 9 

a share of a private employer's 



cost of hiring and training 
certain eligible workers? In your 
area this program is administered 
by the employment service, GET A, 
and (READ FROM GARD A.) 



(Q.359 IS ON PAGE 56) 



3*1. Have you or any of your staff Yes (ASK 3*2) 1 

spoken to a representative of No (GO TO 3*3) 2 

government or a local business DK (GO TO 3*3 )...>... 8 

organization about the OJT NA (GO TO 3*3) 9 

program? 

3*2. Was the initial conversation about You 1 

this urogram initiated by Your staff or company.. 2 

(READ LIST)... The Government 3 

A trade association^or.. * 
A local business 

organization 5 

Or something else........ 6 

DK Z 

NA 9 



^82 
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3^3. Since January 1980 how 

many potential OJT employees 
did you hire fo; which you 
were promised reimbursement 
by 'his program? 



3**. How many such employees did you 
hire since January 1981? 



(ASK 3**) 

RECORD NUMBER 
Some, DKit (ASK 3**) 96 

None (GO TO 350) 97 

DK(ASK3a*) 98 

NA (ASK 3f f ) 99 

RECORD NUMBER 
Some, DKi/ 96 



25-16 



17 -bl 
18^19 



3*5. Since January 1980 have you 
ever hired a worker referred 
by the OJT program ior which 
you were supposed to receive 
reimbursement but did not? 

3*6. How many ot the OJT contract 
workers hired did you not 
receive reimbursement for? 



Yes (ASK 3*6) i 

No (GO TO 3*8) 2 

DK (GO TO 3*8)...... 8 

NA (GO TO 3*8) 9 



20 



RECORD NUMBER 

None....................... 97 

DK 98 

NA 99 



2l-hl 



22-23 



^ BEST copy AVAILABLE 
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347. Why was reimbursement not rectsived? (DO NOT READ LIST. 
RECORD VERBATIM. CODE IF CLEAR. PROBE; What other 
reasons?) 

2i-25 

26-27 



First Second Third 
Mention Mention Mention 



a. Employee did not stay with 


...01 


01 


01 






OZ 


02 






03 


03 


d Oont believe i:*s right to 
take government money 


. ..J3* 


Ok 


Ok 


e. 1 have as little to do with 




05 


03 


f. Might result in interference 
by government: 
SPECIFY type 




06 


06 


g. Worker is so good I dont need 




07 


07 


h. The agency reneged on 




08 


08 


i. Other (SPECIFY) 


09 


09 


09 






98 


98 




....99 


99 


99 




184 
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3W. Since January 19S0, have any 
of the employees for v*m you 
have obtained sooe CJT reia* 
bursement been people you 
originally recruited and then sent 
to the appropriate government agency 
to obtain certification? 



30 



Yes (ASK 3^9) 1 

No (GO TO 350) 2 

DK (GO TO 350) 8 

N A (GO TO 350) 9 



349. Since January 1980 how many 

workers did you recruit and obtain 
partial reimbursement for 
in this way? 



J2-3J 



350. Have you been asked by the 
Empteyment Service, CETA or 
other agency to accept 
referrals of job applicants 
for whkh you would receive 
OJT reimbursement? 



RECORD NUMBER 

Some, DK» 996 

None«..e«..«M..»«... ••••••• 99f' 

i*)K....««««*«c>«... 99S 

NA«..........M»«..»«.M« 999 

Yes (ASK 351)., l 

No (GOTO 332) 2 

DK (GO TO 352) 8 

NA (GO TO 332) 9 



24 



351. Did you agree to accept 
applicants? 



Yes (CO TO 353) ^. 1 

No (GO TO 337) i 

DK (GO TO 333) i 

NA (GO TO 3 :3,. 9 



35 



185 
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352. Have you asked any of 
these agencies to refer 
to your company people 
for whom OJT reimbursement 
would be available? 



353. Have you knowledge of any 
people being referred to 
you by this program since 
January 19S0 who did not 
come in for an interview? 



Yes (ASit 353) 1 

No (GO TO 357) 2 

DK (ASK 353) 8 

NA (ASK 353) 9 

Yes....(ASK 35^>) i 2^ 

No.... (GO TO 335)...... 2 

DK (GO TO 355) 8 

NA (GO TO 355). 9 



350. r^ow many? (IF DK FROBE: 
Just your best guess.) 



RECORD NUMBER 
Tome. DK#.... 996 

.DK 998 



38-40 



355. Since January 1980, how 
many job applicants who 
were referred by this 
program came to your 
establishment to apply 
for the job but were 
not hireH? 



41-43 



RECORD NUMBER 
Some, DK#(ASK 356) 996 
None (GO TO 357).. 997 
DK (GO TO 357)... 998 
NA (GO TO 357)... 999 
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356. What was the primary reason you did not hire the^e applicants? (DO 
NOT READ LIST, RECORD VERBATIM, CODE IF CLEAR; PROBE: 
What other reasons? / Can you be more specific?) 



44-45 
46-47 
48-49 



First Second Third 
Mention Mention Mention 



Poor qualifications Cgeneral) 

Person had wrong skills 

Insufficient skills 

Reading and writing poor 

Lack of job knowledge 

Lack of experience 

Overqualified 

Poor school record 

Insuf£ici«it schooling or training 

Got poor reconmendation from previoiis 
employer 

Poor previous work record 

Application incomplete 

Misstatenent on application 

Poor interview 

Applicant didn't show interest in job. 

Language problem 

Person doesn*t seem to fit irco 
company. 

Haiidicapped 

No openings 

Baploynent service was slow in sending 
people ... 



Other 



DK. 



01 


01 


01 


02 


02 


02 


03 


03 


03 


04 


04 


04 


nc 
Ub 


05 


OS 


06 


06 


06 


07 


07 


07 


08 


08 


08 


09 


09 


09 


10 


10 


19 


11 


11 


11 












Li. 


15 


13 


13 


14 


14 


14 


15 


15 


15 


16 


16 


16 


17 


17 


17 


13 


18 


18 


19 


19 


19 


20 


20 


20 


96 


96 


96 


98 


98 


98 


99 


99 


99 



357. Are you planning to ask for 
referrals from tliis program 
in the future when you need 
to hire unskilled workers? 



Yes... (GO TO 359) i 

No. . . (ASK 3>8) 2 

DK (ASK 358) 8 

NA (GOT0 3S9) 9 



SO 
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UTILIZATION OF THE TARGETED JOBS TAX CREDIT 
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ILIZATION OF THE TARGETED JOBS TAX CREDIT 



Chapter 2 describes the utilization of the Targeted Jobs Tax Credit us- 
ing numbe.s weighted by selection probability and the size of the establish- 
ment* In thij appendix, these same charts will be presented using unweighted 
numbers. The unweighted tables give a better description of the actual sample 
used in this survey, whereas the weighted tables in chapter 2 attempt to 
describe the general population of finrs from which the sample was drawn. 
Even though establishments are not weighted by their size, tiny companies do 
not completely dominate the unweighted tables because the survey oversampled 
large firms. Nonetheless, the patterns revealed in this appendix are roughly 
similiar to the patterns found in chapter 2. 

The great majority of companies contacted in this survey reported that 
they had heard that tax credits are available to employers hiring certain 
types of workers. Only 26.5 percent of the managers of the smallest firms 
reported not having heard of TJTC, and less than 4 percent of the respondents 
from establishments with 500 employees or more had not heard of TJTC. Re- 
gardless of industry over three quarters of the firn:s had heard of the 
Tar£3ted Job Tax Credits program. 

As explained in chapter 2, large establishments were expected to have had 
more personal contacts concerning TJTC. The data in table C-1 confirm this 
expectation. The largest establishments contacted for this survey were much 
more likely to have been contac*"ed about TJTC: 38«8 percent had been con- 
tacted by a government agency and 12.4 percent had been contacted by a trade 
association or local business organization. Only 10.4 percent of the firms 
with less th. a 10 emoloyees had been contacted by any agency, go cnment or 
priv.^te. The percentage of firms that had initiated contacts about TJTC was 
ais higher for largei firms. 

Firms in manufacturing were also more; likaJy to have been cor4tacted 
concerning TJTC, as illustrated by table C-2. Nearly one-quarter had been 
contacted by government representatives, and these firms also received the 
highest percentage of contacts fk^om representatives, of trade associations and 
local business organizations. This may nartially be eicplained by the fact 
that manufacturing establishments tend to be large. Mining establishments arc 
also typically large and they had the second highest (14.9 percent) government 
agency contact rate. The construction companies had the lowest probability of 
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TABLE C--1 

KNOWLEDGE OF TJTC BY SIZE OF ESTABLISHMENT 







Nunber 


of Employees 




All 
Firms 


1-9 


10-49 1 


50-99 


[100-499 


500+ 


Percent heard of TJTC 


75.0 


79.4 


86.0 


93.3 


98.6 


77.4 


Percent contacted in person 










21.5 


7.0 


by government agency 


4.2 


8.9 


16.1 


27.9 


Percent contacted in person 








57.2 


68.2 


18.8 


by trade asaoclatlon or 


13. U 


22.4 


40.0 


local business organization 














Percent that have Initiated 










43.2 


6.7 


a personal contact 


5.5 


5.8 


16.7 


12.4 


Ndmber of cases 


1,557 


1,212 


335 


380 


80 


68,904 



TABLE C-2 

KNOWLEDGE OF TJTC BY SIZE OF INDUSTRY 






V- >s \ ^ O 




Percent who have hea«.d 
of TJTC 


78.4 


84.2 


90.9 


69.5 


77.6 


71.3 


80.8 


72.4 


Percent contacted in 


















person by government 
agency 


3.3 


6.0 


11.6 


8.6 


9.0 


7.2 


5.1 


4.2 


F ent contacted In 


















pt^son by traae assocl- 
tlon or 1oca1 business 


15.9 


18.1 


27.5 


20.1 


21.5 


22.5 


12.6 


14.4 


organization 


















Percent that have 
Initiated a personal 


1.9 


7.5 


5.5 


6.7 


6.4 


7.9 


5.3 


7.4 


contact 


















Number of cases 


67 


242 


407 


140 


1,086 


328 


238 


893 
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being contacted. Only U percent of construction firms were contacted by 
trade associations or local business organizations, and only 7.4 percent were 
contacted by government representatives. Mining establishments were the least 
likely to initiate contacts, with only 3 percent. 

As may be expected from the data already discussed, larger firms were 
more likely to receive requests to accept TJTC referrals. Table C-3 illus- 
trates this. Large firms were more likely to have been asked to accept re- 
ferrals, were more likely to initiate requests for referrals, and planned to 
ask for referrals in the future more often. As in chapter 2, many more es- 
tablishments planned to ask for referrals of TJTC eligibles when they have an 
opening for an unskilled worker in the future than have asked for such refer- 
rals in the past. Among establishments with 500 or more employees, 21 per- 
cent had initiated a request foi referral of TJTC eligibles in the past and 45 
percent planned to do so in the future, an increase of 114 percent. Among 
establishments with fewer than 10 employees, only 3 percent had initiated a 
referral request in the past, but 16.7 percent planned to do so in the future, 
an Increase of 457 percent. The large projected increase in usage by small 
firms suggests that lack of unskilled job openings is a primary reason why 
small establishments are much less likely to participate in TJTC 

Manufacturing firms were more likely than tirms in other industries both 
to be contacted about accepting TJTC eligible referrals and more likely to 
initiate a request for such referrals (table A. 4). The transportation 
industry was the least likely to be contacted about receiving TJTC eligible 
referrals by employment agencies. The mining industry was least likely to 
initiate referral requests. The construction industry had fairly low 
percentages for receiving or initiating requests~17.8 percent and 4.1 
percent respectively. Overall, the percentage of firms planning to ask for 
TJTC referrals in the future was pretty high, especially when compared to the 
percentage of firms who had initiated requests in the past. In the transpor- 
tation industry, 24.3 per. - planned to initiate requests in the future even 
though only 3.6 percent had done so in the past. This is an increase of 575 
percent, which is quite remarkable, especially considering that the transpor- 
tation Industry was least likely to be contacted by an agency. 
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TABLE C-3 



REFERRAL RELATIONSHIP BY SIZE OF ESTABLISHMENT 







Number of Employees 




All 




1-9 






X yjyj H 7 7 


50(H- 


Firms 


Percent asked by employment 
service or other agency Lu 




1 ft 7 




44 .4 


47.9 


15.3 
















Perceut Initiating a 
request for referral of 


2.5 


3.6 


5.1 


19.1 


39.2 


3.8 


TJTC ellglbles 














Percent planning to ask for 














referral of TwTC ellglbles 
for unskilled openings 


13.2 


19.7 


22.8 


37.2 


62.7 


16.7 


In future 














Number of cases 


1,557 


1,212 


335 


380 


80 


68,904 



TABLE C-4 

REFERRAL RELATIONSHIPS BY TYPE OF INDUSTRY 



Percent asked by em- 
ployment service or 
other pgency to accept 
TJl'C referrals 

Percent initiating a 
request for referral 
of TJTC eligibles 

Percent planning to ask 
for referral of TJTC 
eligibles for unskilled 
openings in future 

Numtor of cases 



12.2 



7.1 



17.5 



2.6 



24.1 



12.9 



3.1 



16.7 
4.9 

19.6 
1,086 



14.7 


15.6 


10.9 


5.8 


1.? 


2.9 


17.5 


14.0 


13.8 


328 


238 


•393 
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Examining utilization of TJTC according to establishment size (see tablo 
C-5) reveals a pattern In which large establishments are more likely to par- 
ticipate in TJTC than small establishments. Larger firms were more likely to 
have received tax credits under this program (lines 1, 2 and 3), and were more 
likely to have tried to select TJTC-eligible applicants (line 4). 

Participation rates dropped frr every size of establishment after Septem- 
ber 1981, as revealed by line 3. The reasons for this drop are discussed in 
chapter 2. Tne largest drop is for the largest firms- Firms witn more 
than 500 employees dropped from a participation rate of 3fe.8 percent ir- 1981 
to a 26.3 percent rate in 1982. 

The last four lines of table A. 5 show how many subsidized employees firms 
had as a percentage of all employees (lines 5, 6 and 7) or as a percentage of 
new hires (line 8). These numbers reveal that sm^xl tirms tended to have 
hiRher percentages ol subsidized workers than larger finrs. However, this 
tendancy is small, and all establishment Rizes were fairly close together in 
this aspect, ranging only from 0.6 percent to 1.7 percent. 

The percent of employees who were subsidized did not drop dramatically or 
consistently from 1981 to 1982. As noted earlier, the percentage of fims 
participating did drop (lines 2 and 3). This would imply that, although fewer 
companies did participate in 1982, those who did participate were obtaining 
increased numbers of TJTC certifications. 

An examination of utilization by industry, table C-6, reveals patterns 
similiar to those in chapter 2. There is a similar tendency for fewer firms 
to be receiving TJTC in 1982 than 1981; however, mining and transportation are 
an exceptions and the drop is very slight for service establishments. Manu- 
facturing establishments seem to have had the highest utilization rate, with 
a higher percentage of firms receiving TJTC. 

The differences between Indus- tries are not as great as the differences 
between smcill and large firms, how- ever. The mining industry had low per- 
centages of firms receiving TJTC. The construction industry had a very low 
percentage of firms trying to select eliglbles (3.3 percent). 

The next four lines of table C-6 present data on the relationship between 
the number of TJTC-subsidized employees in an industry to that industrv's 
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TABLE C-5 



PARTICIPATION 


IN TJTC 


BY SIZE 












Number 


of Employees 






1-9 


10-49 1 


50 -99 


100-499 


500+ 


Firms 


Percent received TJTC in 1980 


2.9 


4.4 


6.7 


12.1 


2/ .5 




Percent received TJTC in 1981 


1.9 


3.2 


9.0 


16.6 


38.8 


3.5 


Percent received iJiC m i^oz 




1.9 


7.5 


14.2 


26.3 


2.7 


Percent trying to select 
eligibles 


1.3 


2.7 


9.0 


1 0 . 0 


20,0 


2.8 


TJTC^subsidizec* employees in 
1980 as percent ^^f employment 


.7 


.6 


.7 


0 4 


0.81 


1.0 


TJTC^subsidized employees in 
1981 as percent of employment 


.4 


.5 


.7 


0.6 


0.9 


1.8 


TJTC^subsidized employees in 
1982 as percent of employment 


.5 


.3 


.4 


0.4 


1.4 


.8 


TJTC-subsidized employees 
Jan. -Sept. 1981 as a percent 
of new hires in 19S1 


1.1 


1.2 


1.7 


1.1 


3.0 


5.5 


Average number of employees 


5 


21.4 


67.7 


206.7 


910.2 


68,904 
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T'ELL C-b 

PARTICIPATION IN TJTC BY T^'PE OF INDUSTRY 




Percent received TJTC 
in 1980 


0.3 


4.5 


4.9 


5.2 


4.6 


4.2 


2.5 


4.0 


Percent received TJTC 
between Jan. -Sept. 1981 


0.1 


2.4 


4.4 


2.4 


4.0 


5.6 


3.1 


3.2 


Percent received TJTC 
in both Sept. 19bl and 
April 1982 


1 . u 






1 0 


2 9 

dm 9 y 


4.9 


0.8 


2.8 


Percent trying to 
select ellglbles 


2.4 


1,0 


2.8 


1.6 


4.0 


3.1 


0.7 


Z . O 


TJTC-subsldlzed new 
hires In 1980 as per- 
cent of employment 


0.0 


0.4 


0.6 


0.5 


2.3 


0.4 


0.3 


0.4 


TJTC-subsldlzed new 
hires between Jan.- 
Sept. 1981 IS percent 
of employment 


0.0 


0.3 


0.4 


0.3 


5.0 


0.6 


n.3 


0,4 


TJTC-subsldlzed new 
hires between Sept.- 
Aprll 1982 as percent 
01 employment 


0.50 


1 0.1 


0.2 


0.1 


2.0 


0.6 


0.04 


0.4 


TJTC-subsidlzed em- 
ployees Jan. -Sept* 1981 
as percent of new hires 
in 1981 


0.0 


0.3 


1.8 


1.4 


17.7 


1.4 


1.2 


1.2 


Average number of 
employees 


57.3 


15.6 


60 


51 


2b.2 


36.8 


2" 4 


i:.2 

I 
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total employment or total nurdber of new hires. The raining industry, again, 
had consistently low percentages. Although the manufacturing industry had the 
highest percentage of fitras participating (lines 1-3), it is the wholesale/ 
retail industry that employs the most subsidized workers as a perceata^,e of 
employees. The wholesale/retail sector also hired twice as many TJTC-subsi~ 
dized workers as the manufacturing industry, when the number is analyzed as a 
percent of new hires in 1981 (5.0 percent to 2.5 percent). 

Table C-7 analyzes the way in which firms participate in the TJTC pro- 
gram. The first figure in line 1 reports the percentage of ail firms that had 
heard of TJTC and reported attempting to select tax-credit-eligible workers. 
This percentage, 5.5, is quite small. The second figui represents the 
percentage of the firms that have ever participated in TJTC that tr^'ed to 
select tax-credit-eligible employees. This percentage *s, of course, higher, 
at 28.6 percent, because participants were more likely to try to select 
eligibles than nonpart icipant s . The third column in this line shows the 
percentage of firms that reported making an effort to select eligibles, where 
the firms are weighted by the number of subsidized hires made in 1980-81. The 
last figure is the percentage for firms weighted by the number of subsidized 
hires made after September \98l. The percentages are much higher for the last 
two colurans~-51 . 2 and 45.9 percent, respectively. This is expected because 
these last two numbers are dominated by xarge users of the program, and large 
users can be expected to have tried more rften to select eligibl( 

Firms were also asked if they tried ^-Q identify and certify tax-credit- 
oligible employees who had already been hired." Only 14.4 percent of all 
firms that had heard of TJTC reported having tried to certify eligibles (line 
2). The percentage of all participant fitms that tried to identify and cer- 
tify employees is significantly larger, at 55 percent. The percentages for 
participating firms weighted by number of subsidized hires are even higher 
79.4 percent for 1980-81 and 81.3 percent for after September 1981. 

As In chapter 2, firms were asked what they thought of TJTC eligibles. 
The results of this question are presented on line 3. The typical firm that 
had heard of TJTC tended to have a negative attitude to^^^rd TJTC eligibles. 
Only 7 percent said TJTC eligibles made better workers, and 35 percent said 
eligibility made no difference in the quality of a worker, whe'ea^ 28 percent 




TABLE C-7 



IMPACT OF TJTC ON THE RLCRUITt-lKNT AND SELECTION 
OF DISADVANTAGED WORKERS 







Participants Only 




A^l Finns 
That b^ve 
Heard of 
TJTC 


All 

Participants 
1/80-9/81 


Weighted | 
by 1 
Subsidized { 
Hires j 
1/80-9/81 1 


Weighted by 
Subsidized 
Hires after 
Sept. 1981 


Percentage of firms 
that tried to 
select eligibles 


2.8 


28.6 


80 


81 


Percentage of firms 
that tried to 
certify eligibles 


8.0 


55.0 


89 


90 


Opinions of TJTC 
eligibles: 
better =* 1 
poorer =^ 1 


_ /. 0 




-.05 




Percent of 1980-81 
1 J iL-cer Li I lea 
hires who were 
known to be eligible 
during 1980-81 




30 . 7 


b4 


66 


Percent whose choice 
was influenced by 
knowledge of TJTC 
eligiblity during 
1980-81 





35.5 


35 


35 


Percent initiated 
requests for TJTC- 
eligible referrals 




2 ^ . h 


8C 


C) s 


Percent agreed to 
accept or asked for 
referrals of TJTC 
eligibles 


9.2 


50.7 


H9 


90 


Percen*" olanned to 
ask foi TJTC-elig- 
ible referral influ- 
ence when unskilled 
opening occurs 


16.7 


50.0 


89 


90 
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thought they were poorer than average. A scale was constructed, as ex'f.lained 
in chapter 2. The mean on this scale for all firms who had heard of TJTC and 
expressed an opinion was -.402. Given this negative attitude, it is not 
surprising that most firm? do not participate :.n the TJTC program. 

The next three figures on this line are quite interesting. All 
participants (a number dominated by small users) had a better but ctill 
relatively lou opinion of TJTC eligibles. The mean for this group is -.232. 
Weighting the participants by the number of subsiaized hires before September 
1981 does not raise the average opinions by much (-.199). This implies that 
prior to September 1981, the number of TJTC-eligibles working for a firm did 
not influence firms' opinions about the quality of eligible workers. 

The most significant change is for the last column, participant firms 
weighted by subsidized hires after September 1^81. These firms felt that 
TJTC-eligible workers were just as productive a*? tne other workers they hired. 
Roughly as many reported that tax-credit-eligible workers were better as 
reported that these workers were poorer > The mean was .022. This finding is 
quice encouraging, because it implies that large users who were still using 
the program after September 1981 had a better image of TJTC workers. Large 
users who had good experiences with TJTC workers are the ones who continued to 
use the program after eligibility rules were tightened. 

Employers who hired TJTC eligibles between January 1980 and September 
1981 wero asked, *'How many of the employees did you know or think might be 
eligible before you hired them?" This question was u^ed to calculate for each 
firm the percent of TJTC-certif ied hires prior to September 1981 who were 
known to be eligible at the time they were hired. The results are presentea 
on line 4 of table 2.7, An unweighted average of these percentages for all 
participating firms is 30.7 percent. Unweighted averages tend to over repre- 
sent Small users, however. Weighting by the nurthpr of subsidized hires prior 
to September 1981 produces a slightly higher estimate (54.2 percent) of nhe 
proportion of all subsidized hires that were known to be eligible prior to 
being hired. When the firms are weighted by the number of subsidized hires 
after Septer-er 1981, the percent of firms who said they knew they were hiring 
eligibles before September 1981 increases significantly, to 71.3 percent. 
Thus firms wlio continued to use the program after September 1981 were more 
likely to have been participating know] edgeably before the changes were made. 
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The tightening up of the certification process in September 1981 seems to have 
screened out many of the firms that were determining eligibility only after 
the person had been hired. 

Employers who knew or suspected that they were hiring TJTC eligibles were 
then asked, "How much did this possibilitiy of eligibility increase the appli- 
cant's chance of being hired?" Only 17.9 percent of tne firms reported that 
a candidate's eligibility influenced their hiring decision "a great amount," 
and only 15 percent reported that it influenced their decision "a moderate 
amount." Yet 23 percent reported that their decision was "not very" influ- 
enced, and 46 percent reported net being influenced "at alx," A scale w- . 
devised in which "a great amount" was assigned a value of one, "a moderate 
amount" a value of two-thirds, "not very much" a value of one-third, and 
"not at all" a value of zero. The weighted and the unweighted averages of 
this scale for participating firms we e slightly more than one-third, 34.7 and 
35-8 percent. 

The last three lines of table C-7 examine referral relationships. Firms 
were asked if they had requested TJTC referrals from an employment or other 
agency; or if they had agreed to accept TJTC referrals upon request from an 
employment or other agency; or if they planned, in the future, to ask for 
referrals ;f tax-credit-eligible employees when an unskilled job opening 
occurred. As might be expected, all firms who had heard of TJTC had the 
lowest percentages for (1) requesting referrals, 5.8 F2rcent; (2) accepting 
referrals, 15.2 or percent; (3) planning to ask for referrals in the f u :ure , 

21.2 percent. 

This is again explained by the high number of nonpar ticipants in this 
category. The figures in column 2, all participants, are consistently smaller 
than the numbers in columns 3 and 4. For instance, only 50.7 percent of all 
participant firms had asked for or agreed to accept referrals, compared to 

51. 3 pe -nt of the firms weighted by subsidized hires in 1980-81. It Implies 
that large users are more likely to utilize referrals of TJTC eligibles. This 
is rot an unexpected finding. This also explains the relatively large per- 
centage of large users who claim to be trying to select eligibles (line 1, 
columns 3 and 4) but who also report not allowing eligibility to influence 
their selections from a pool of applicants. 
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APPENDIX D 



DESCRIPTION OF THE EMPLOYER HIRING DECISIONS SURVEY 
AND THE INFLUENCE OF APPLICANT CHARACTERISTICS OTHER IHAN 

TJTC ON RATINGS 



TKE 1983 UIE/NCRVE EMPLOYER HIRING DECISIONS SURVEY 

The National Institute of Education and the National Center for Research m 
Vocational Education funded a survey of err^loyers in durable manufacturing, con- 
structicn* and automobile raintenance and repair industries. The survey ^ obed 
these employers' hiring and training activities for entry-l^vel machine t-^e 
jobs. Employers in wholesale and retail trade industries were surveyed about 
hiring and training for entry-level s6les positions. Finally, the same survey (in 
a version geared to clerical positions) was sent to fnrms in the finance, insu. 
an-e, ret^ estate, and other service industries. The survey was initially mailed 
to 6,448 employers in June 1983, and 855 completed responses were received. 

Sample and Survey Procedures 

For the most part, the sample was judgmentally selected in a two-stage 
process. In the first stage, several cities and areas were selected for inclusion 
in the survey. Table D-1 lists the selected cities and areas. In the secona 
stage, employers within those areas were selected according to industry. 

TABLE D-1 

CITIES AND AREAS COMPRISING SAMPLE FOR SURVEY 



Boston, Massachusetts 

Springfield, Massachusetts 

Philadelphia, Pennsylvania 
and surrounding counties 

State of Delaware 
Baltimore , Maryland 
Virginia Peninsula 
Columbus, Ohio 
Toledo, Ohio 



Cleveland, Ohio 
Detron/Flint, Michigan 
Chicago area, Illinois 
East St. Louis, Illinois 
Houston, Texas 
Southern California 
Seattle, Washington 



For ea^^^ of these sites, an industrial di*:ectory served as the sample frame. 
Firms in certain industries thought to hire a substantial number of entry-level 
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workers into clerical, retail, or machine trade occupations wore selected. When 
employment size was listed in the industrial directory, firms with fower than 10 
employees were excluded from the sample to minimize respondent burden. Fhe 
general procedures used to decide whether to include a firm or not were that (1) 
employers in durable manufacturing, some construction, and automobile maintenance 
and repair industries were sent machine trade applications; (2) employers in 
wholesale and retail trade, some restaurant, and hotel sectors were sent retail 
trade applications; and (3) employers in finance, insurance, and real estate and 
other service industries were sent clerical applications. 

Table D.2 shows the original and completed sample size by site and occupa- 
tional groups. 

TABLE D-2 
SAMPLE SIZE, BY SITE AND OCCUPATION 
(Entries are original sample size/completed sample size) 



Boston, MA 
Springfield, MA 
Philadelphia, PA 
State of Delaware 
Baltimore, MD 
Virginia Peninsula 
Columbus, OH 
Toledo, OH 
Cleveland, OH 
Detroit/Flint, MI 
Chicago area, IL 
E. St. Louis, IL 
HoustDn, TX 
Southern CA 
Seattle, WA 



Clerical 


Retail 


Machine Trades 


Total 


60/7 


31/3 


56/8 


147/14 


4/0 


0/0 


121/15 


125/15 


239/43 


229/14 


413/40 


881/97 


162/11 


156/12 


115/12 


433/35 


73/12 


47/f 


65/11 


185/29 


65/10 


43/7 


36/1 


144/18 


89/24 


72/13 


83/19 


234/56 


76/2C 


14/1 


81/14 


171/35 


49/18 


45/7 


15/6 


109/31 


459/76 


182/19 


302/53 


941/148 


172/27 


61/8 


222/29 


455/64 


7/0 


0/0 


38/4 


4 5/4 


190/22 


57/9 


152/17 


399/48 


315/51 


169/12 


1244/147 


1728/210 


253/32 


83/11 


105/8 


441/51 


2211/353 


1189/121 


3048/338 


6448/855 



Total 



The questionnaire and a set of fictitious applications for employers to rate 
were mailed to the 6,448 employers during the period of June 20, -983 to July 20, 
1983. As of August 15, 1983, completed responses had been received from 426 em- 
ployers, and there had been 8i refusals or misaddresses that could rot be re- 
solved. Thus, 5,941 nonrespondents requiring follow-up efforts at that time. 
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The first follow-up consisted of mailing (m late August) a second copy of 
the questionnaire to a random sample of approximately 1 »000 of the nonresponderts. 
rhese individuals were also contacted by telephone approximately 3 weeks later to 
solicite th< * r response. The remaining 5tOOO nonrespondents were inailed a letter 
requesting their response (but not a second questionnaire) with a teturn postcard. 

A considerable number (28 percent) of the nonrespondents who were telephoned 
indicated that they had not received the follow-up correspondence and requested 
yet another copy of the questionnaire. Furthermore, 416 ot the 4,970 employers 
(8.4 percent) returned postcards indicating that they would participate and 
requesting cnother copy of the questionnaire either for themselves or someone else 
in their firm. 

By October 1, another 166 responses had been received as a result of the 
phone calls ftnd the follow-up mailing, which brought the total number of completed 
responses to 592. A second follow-up w^s mailed to a randomly selected one-half 
of the employers who had not responded. This follow-up consisted of a cover 
letter and questionnaire. 

With the receipt of 855 completed questionnaires, the overall response rate 
was 13.2 percent. An analysis of data collected about refusals and nonrespondents 
indicated that the completed questionnaires were reasonably representative of the 
entire sample. 

Questionnaire and Job Applications 

The questionnaire has seven major sections. The first section requested data 
about the particular respondents, including age, education, sex, race, and 
position ani duties within the firm. The second section asked about the 
characteristics of the firm, such as employment size, age, and unionization of the 
work force. Since hiring decisions at a firm are made within the context of the 
firm's personnel policies, considerable data about the establishment's hiring 
process were collected in the third section of the questionnaire. The fourth 
section focused on the firm's training process. It was deemed important to 
collect data about the extent and type of :raining, because the size of the firm's 
average investment in training may influence how careful it is in hiring. 

Besides investigating the hiring decisions behavior of firms, a secondary pur- 
pose of the survey was to learn how youth fare in jobs once they are hired. To 
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investigate this subject, sections 5 and 6 of the questionnaire gathered infor- 
mation about several youth recently employed by the firm. In section 5, indivi- 
c'.ual and job characteristics, such as age, education, sex, race, previous work 
experience, wages, and productivity ratings, were gathered for 2 youths (whom were 
supposed to be chosen at random by the employer respondent) who had been hired 
within the previous 2 years— one of whom had subsequently been promoted and the 
other retained by the firm but not promoced. In section 6, similar characteris- 
tics were reported about 3 youths who were hired in the last 2 years, ^t who have 
been separated from the firm through (1) volunl-:ry quit, (2) layoff, and (3) dis- 
missal. 

The final (seventh) section of the questionnaire asked (1) an objective ques- 
tion about how well prepared youthful job applicants are in certain academic sub- 
jects and (2) an open-ended question about schools and about youth that have been 
hired. 

For most employers, the completed job applicatic.i provided the initial infor- 
mation on the applicant's abilities, skills, and experiences. The employer's 
evaluation of the application's content, in conjunction viith the duties of the 
open job position, determine which applicants are interviewed and subsequently 
which are hired for the position. To simulate the employer's initial evaluation 
of p.'ospective employees, job application information was generated that 
systematically varied the applicant's educational credentials and work experience. 

The data presented on the applications included the following: 

• Age 

• High school attended 

• Major/program in high school 

• Grade point average in high school 

• High school diploma 

• Post secondary school attended 

• Major/program in pcstsecondary school 

• Grade point average in postsecondary school 

• Diploma or degree from postsecondary school 

• Work history (0-5 jobs) 

— Employer 

— Starting and ending date 
— Position 
— Duties 

— Reason for leaving 

• Typing speed (for clerical and retail sales) 

• Machines operated (for machine trades) 

• Referral source 

• Eligibility for a Targeted Jobs Tax Credit 
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The Influe nce of Applicant Characteristics 
Other than TJTC on Ratings 



High School Education 

In constructing the applications to be used as stimuli i" the data col- 
lection, the following characteristics about the applicants' high school ex- 
periences were varied: 

• Name (type) of high school 

• High school major/ program 

• Participation in a cooperative education program 
or occupational work experience program 

• Grade point average 

• Graduate or dropout 

The variance concerning the name or type of high school was that Central High 
School represented a central-city public scnool; St. Mary's, a parochial 
school; and Jei fersonville , a rural or surburban (presumabJy public) school. 
Obviously, the Influence of these variables depends on how respondents inter- 
preted the school names. Grade points were assigned randomly from a uniiorm 
distribution ever the span (1.40, 3.60) of a 4.0 system. 

The high school major or programs differed slightly by occupation and 
were assigned randomly from the following list: 

Retail/Clerical Applicant Machine Trades 

Gen<='ral General 
Office Education !Iachlne Trades 

Distributive Education Cooperative Machine Trades 

College Preparatory Occupational Work Experience (OWE) 

Cooperative Office Education 
Cooperative Distributive Education 
Occupational Work Experience 

The variables that were constructed from this information were whethet or 
not the high school program was relevant to the job in question and whether or 
not the applicant participated in a cooperative education program or an occu- 
pational work experience program. 
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The marginal effects on etnployabili ty of high school characteristics are 
presented in table D~3. The hi^.i school grade point a /e rage (GPA) had a 
larger impact on employer hiring priority ratings than any other single 
characteristic of the youth. For clerical and machine trades jobs, raising 
one's high school GPA by 1 point (e.g., from C to B) raised hiring priority 
ratings by lA points. The impact of GPA on ratings for retail jobs was small- 
er though still highly signif icc»r.t. Raising one's GPA by one point raised the 
rating for a sales job by 7 75 points. 

Hundreds of studies by industrial psychologists have established an 
important relationship between tests of cognitive ability and job performance. 
Meta-analysis of this research has produced consensus estimates for a variety 
of occupations of the correlation between job performance and scores on tests 
measuring the cognitive skills taught in schools. The median correlation is 
.52 for clerical jobs, .31 for skilled factory jobs, and .17 for sales jobs 
(Hunter & Hunter 1984). 

Is the hig>^ school GPA as powerful a predictor of employabili ty ratings 
as these tests are of job performance? Employers are orobably using GPA as a 
signal of both cognitive ability and such character traits as good work hab- 
its, reliability, and punctuality. Controlling on other characteristics of 
the worker, the partial correlations (betas) of employability rating and high 
school GPA were .21 for clerical, .23 for machine trades, and .18 for sales 
jous. The betas are lower than the corresponding simple correlations between 
test scores and performance. This implies that, even though the high school 
GPA was the single most important determinant of employability ratings, i' Is 
net viewed by hiring decision makers to be as valid a preaictor of job per-- 
formance as tests have been demonstrated to be. The pattern across occupa- 
tions is similar to the pattern of correlations between cognitive tests and 
job performance- The cognitive abilities that are measured by tests and high 
s \ool GPAs are more important for clerical and machine trades jobs than for 
sales jobs. 

As might be expected, graduation from high school generally had a signi- 
ficant and large effect on employability ratings. However, the size of the 
coefficient was <^maller than for a 1.0 difference in grade point average and 
was not significant ^or retail trade employers. 
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TABLE. 0-3 



MARGINAL EFFECTS OF HIGH SD^OOL ACHIEVEMENTS ON HIRING PRIORITY 



Variable 



Ful I S?»'np . 



Clerical 
AppI Icants 



Reta 1 1 
AppI Icants 



Attended Central 

High School® .73 1.54 2.84 
Attended St. Mary's 

High School® - .28 ^02 1.73 

Cooperative Ed. Program 3.15* 39 6.82»* 
Occupational Work Experience 

Program .23 1.19 4.00 

Relevant Major - 1.64 - .95 - 4.50 

High School GPA 12.61*** 14.21*** 7.75*** 

Graduated 7.63*** 7.37** 5.49 
Referred by a High School 

or Col lege 1.94 1 .48 .17 



Machine Trades 
AppI Icants 

- 1.38 

- 2.12 

b 

.05 
4.49*** 
13.79*** 
9.85*** 

3.22* 



® Omitted class Is attended Jefferson High School. 
^ Not applicable In this equation. 

* Significant at < .10 level. 
** Significant at < .05 level. 
*♦* Significant at < .01 level. 



207 



ERIC 



19: 



BEST COPY AVAILABLE 



The results suggest that high school cooperative distributive education 
programs have a better reputation with employers than high school distributive 
education programs without a cooperative component. Though the coefficient is 
not statistically significant, the results imply that taking classroom dis- 
tributive education lowers the rating by 4.5 points. Those who had a co-op 
distributive education score a statistically significant 6.8 points higher. 
Consequently, the net effect of taking a co-op distributive education program 
is 2.3 points. 

The only type of high school vocational education program that 
consistently increased the students' hiring priority rating was machine 
trades. Stadents who had gone through that program were rated a highly 
significant 4.5 points higher, and receiving a referral from a machine trades 
high school teacher raised ratings another 3.2 points. 

Having obtained employment during high school through an occupational 
work experience program did not affect one's hiring priority rating. The type 
(or location) of the generic high school did not have a statistically 
significant impart oi employer ratings of applicants. 

Pootsecondary School Experience 

As described earlier in chapter 4, each employer raced 11 applicants, of 
which 4 nad attended a 2-year postsecondary institution and taken an occu- 
pational program that was relevant to the targeted job. The marginal effects 
of attendance, type of institution, grade point, and obtaining a degree from a 
postsecondary school on employability ratings are shown in table D-4. For 
clerical and machine trades jobs, taking 1 year of occupationally relevant 
courses at a 2-year postsecondary inst?" cion raised employability ratings by 
13 to 16 points and completing a 2-year program that results :^n tho receipt of 
an associace degree raised them further by 10 points. For retail jobs, a 
large 29-point increase in ratings was produced simply by attending for 1 
year. All of these effects were statistically significant. Whether or not 
the institution was public or private and what the grade point average was at 
the postsecondary institution did noc have significant effects on employ- 
ability ratings \A\en other traits of the applicant were controlled. 
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TABLE D-4 

MARGINAL EFFECTS OF RELEVANT OCCUPATIONAL POSTSECONOARY EDUCATION ON HIRING PRIORITY 



Clerical Retail Machine Trades 
Full Sample AppI Icants Appi Icants AppI Icants 



Took 1 or more years of train- 
ing at a 2-year college or 
Institute 



14.18** 15.68** 29.03* 12.68 



Attendeo private Institution 1 ^05 



.32 • 2.37 .49 



Post secondary GPA 



.40 - .59 - 5. 81 2.82 



Obtained associate degree In a 

<leld relevant to the occupation 10.13*** 9.^8*** K71 lO.sr 



♦ Significant at < .10 level. 
♦* Significant at < .05 level< 
♦♦* Significant at < .01 level, 
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Prior Work Experience 

Considerable tlon In prior work experience was introduced on the ap- 

plication forms. The number of prior jobs held ranged from zero to five. The 
number of months of prior work experience ranged from 0 to 68. Reasons for 
leaving jol^ included, "left to look for full-time job/' "left for better 
job," "went back to school," "uus laid off," "was temporary job," and "quit." 

In table D-5, the -coefficients for a number of work experience variables 
are presented. In the empirical examination of work experience, applicants 
who had worked prior to finishing their schooling were classified into two 
groups: (1) working during summers only and (2) working during the school year 
and summers. Some controversy has arisen in the literature about the effect 
of part-time work during high school, so those applicants who had chosen to 
work only during sumiuers were isolated from those who had worked during the 
school year. For both types of workers, a zero-one dummy variable was entered 
into the equations, as well as months of work experience in the two states, to 
measure the length of the work experience. 

In terms of types of prior work experience, several variables were used 
to test hypotheses about relevant work experience and work experience in large 
firms or organizations, in fast-food establishments, and in public organiza- 
tions. The hypotheses were that a larger share of work experience in relevant 
jobs or in jobs in large organizations would have a positive influence on 
employabili ty ratings, and that a larger amount of time in public jobs or work 
experience in fast-food restaurants would have a negative influence on 
applicants' employabili ty ratings. In Hollenbeck (1984) and Miguel and Foulk 
(1982), employers reported that reasons for leaving jobs were important 
f<»ctors in assessing applicants, so the following two variables were used: 
(1) the number of times the reason for leaving a job was "quit" and (2) the 
number of times the reason for leaving was "was laid cff." 

Finally, if the applicant had worked, the applicant's unemplo)rment status 
was measured by using the months since the last job ended. The expectation 
about this variable is ambiguous, because a long period or unemployment could 
indicate that the applicant is not as employable as other applicants who have 
shorter spells of unemployment. On the other hand, it could indicate that the 
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TABLE D-5 

MARGINAL EFFECTS OF WORK EXPERIENCE VARIABLES ON E^R.OYABIL ITY RATING 



Variable 


FuH 
Samp ! e 


Clerical 
App 1 Icants 


Rata f 1 

Ann 1 \ P^^nt^ 


Machine Trades 

tyif^yj 1 < v.>ari i o 


Any work experience 


2.37 


7.02* 


.35 


4.79 


Total number of months of 
prior work experience 


- .10 


- .17 


- 4.72 


.15 


Number of Jobs 


- K70 


- 3.00 


- 4.41 


K73 


Worked part-time during 
school year prior to 
leaving school 


6.20»»» 


4.20 


15.33** 


4X3 


Number of months worked 
during school year 




•04 


.83* 


.24 


Worked only summers prior 
to leaving school 


5.83*** 


2.76 


5.47 


6,04** 


If worked only summers, 
numbers of months 


- .01 


1 .39* 


1 .02 


^ 1 .62** 


Ratio of months of relevant 
work experience to total 
nrtonths of work experience 


1 4.29*** 


1 4.55*** 


23.00*** 


10.02*"'' 


Ratio of months of work 
experience In large organi- 
zations to total months 
of work experience 


6.34»*» 


- .46 


12.54** 


14.52** 


Ratio of months of work 
experience In public 
organizations to total 
months of work experience 


- 5.88*** 


- 3.:7 


- 4.37 


-13.36*** 


Any work experience In 
fast-food restaurants 


1.36 


.61 


3.44*" 


- .92 


Number of quits 




-i 1 .69*** 


- 8.79 


- 9.65*** 


N'lmoer of "lald-offs" 


- 1 .88 


2.49 


5.02 


- 6.12** 


Months since last Job 




- .0 


.42 


1 .03** 


Gaps It employment record 


1.51 


2.13 


1,31 


- 3.70 



• significant at < .10 level. 
•* SIgnlf lc«>'it at < .05 level. 
•* Significant at < .01 level. 
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applicant Is more eager or willing to work and thus might be a good hire. The 
last variable In the table is the gaps in employinent experiences (i.e., ther 
was at least 1 month of not working between 2 prior jobs). Existence of ■ 
gap is tyically thought to be a negative factor. 

The results showed that having so^ work experience had a very large 
positive influence on employability ratings. The distinction between working 
only in the summer versus working at some time during the schoo. year was not 
important, however. Having either type of work experience had a significant 
positive effect on employability of about the same magnitude to the full sam- 
ple. The implication of this result is that working part-time (or full-time) 
during the school year does not provide more than a marginal improvement in 
employability ratings, over having work experience solely during summers. 
Considering the large influence that high school grade point average has on 
employability ratings, however, if part-time work causes those grades to 
decline, any marginal advantage from the extra work experience quickly 
disappears • 

Although the coefficients were not statistically significant, employers 
seem to havl reacted negatively to the number of prior jobs held. The number 
of jobs can be interpreted as a signal of a high turnover propensity, which is 
presumably a negative trait. The total number of months worked was not sig- 
nificant in any of the equations, implying that employers tend to count the 
number of prior jobs for which nformation is provided, but do not weigh the 
duration of those jobs heavily. 

The relevance of the applicant's prior work experience was an important 
positive factor in determining employability ratings. If one of two otherwise 
Identical job applicants had 40 percent of his or her job experience in rele- 
vant jobs, whereas the other person had all prior work experience in relevant 
jobs, the former's predicted rating was lower hy about niue points (vhich is 
approxlately the same size of effect as high school graduation has). The 
relevance of the job experience variable was particularly important for retail 
applicants . 

Work experience in large organizations was also confirmed to be a posi- 
tive factor. It was positive and significant in equations for the full 
sample, the retail sample, and the machine trades sample. Work experience in 
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a public (or governmental) o r^, h:; i.m l . or. a significant ne^iacive rnar^iaaj 

effect on eniployablll ty ratings (a^ain in ttiC full sample and machine trades). 
Work experience in a fast-food rtestaurant did not stigmatize youth as antici- 
pated, and for retail employers, such work experience was a strong determinant 
of employability • 

The results shown in table D-5 support ihe hypothesis that the number of 
quits is negatively associated with er^ployabi lity ratings. In terms of magni- 
tude, two quits would more than offset the positive marginal effect of having 
any work experience. The number of times the applicant reported being laid 
off was an important negative factor for machine trades employers, but not for 
the clerical or retail employers. 

The number of months since the last job ende-^ was a significaiit positive 
variable for the machine trades eu^ployers, but did not influence the ratings 
in the other occupations. To our surprise, having a gap in the employment 
record nad a positive eifcct on employability ratings. The survey was con- 
ducted in the midst of a very severe recession. It seems that, at least dur- 
ing deep recessions, there ib no stigma to being unemployed. 

Skills and Other Factors 

Two occupationally specific skill variables were shown on the application 
forms that were rated. For clerical and retail applications, the applicant's 
tested typing speeds were reported (lMIs was randomly drawn from a range of 40 
to 60 words per minute). For the machine trade applicants, the number and 
names o^ machines that could be operated were provided. In this case, one- 
third of the applications had "none," one-third had "boring mill saw, shak- 
er," and one-third had "lathe, grinder, drill press, milling machines, boring 
mill, ;,aw, shaper." As shown in table D-6, hr a of these skill variables were 
highly significant.* For clerical applicants, results show that an increase 
in typing speed of 20 words per minute improves emp] oyabl li ty as much as 
attending a postsecondary program. 



*In the full sample analysis, the mean number of machines operated (3.57) was 
entered for clerical/retail applicants ana the mean typing speed (30 words pe^^ 
minute) was entered for machine trades. 
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MAPGiNAL EFFfCrS OF 


SKILL A. 


VAPIA3LFS 


ON E^^^OYAR.LtTY 


RAT r^G 




Fu( 1 


Clerical 


Ret-^ I ! 


Mach Ine Traaas 


Samp le 


App, Icants 


App 1 Icants 


App 1 Icf.nrs 


Typing Speed 




.90*** 


.21 


a 


Ao. of Machines Operated 


1.02*** 


a 


a 




Referral Source: 










Employment Service 


.19 


1.64 


2*41 


.19 


School 


1.94 


1 .48 


<17 


3.22* 


Advert Isement/slqn 


.00 


2.99 


.87 


- 1.4S 


Fr lend 


.74 


1.1/ 


^•80 


2.3A 


Age 


.49 


- .50 


3.96* 


.27 



^ Not applicable since variable n^t used In these appUcations. 



* Significant ojt < .10 level. 
Significant at < •0'? level. 
** Significant at < .01 level. 



TABLE D-7 



VARGI^^AL EFFLCTS 


OF 


JOB CHARACTERISTICS ON 


EMPLOYABiLlTY 


RATINGS 


Variable 




Fu! 1 
Samp le 


Clerical 
AppI Icarts 


App t Icants 


Machine Trades 
App 1 Icants 


Starting Wage 




.58 


- 2.92**» 


.39 


1.98*»» 


Keta 1 1 Occupation 




1.35 


a 


a 




*^.ichln.3 Trade 




2.49** 


3 


a 


a 


Mf f Iculty of j}smls->al^ 




- i.Ol 






- 4.:5*** 


^'^.t 3t Machine^ 




.07 




.9-^ 


- 1 .'4* 


Not Applicable In this equ^t 


Ion 










- umny variable equal to r,f,n^ 
an famployee; otherwise zero. 


1 f 


"a !ot" 




*ork ''e'^(> 1 


^ ST, Us 



^ Categorical variable frar, yn^^l lest catt^qory to laroost. 

* Mgnl f leant at < .10 level . 
•* Significant ^^ < .0^ love!. 
•** Significant at < .01 level. 
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A question of Interest is huw the source of reterral affects the 
employer's assessment of an application. Bishop, Barron, and Hollenbeck 
(1983) found a strong proclivity on the part of employers to rely on informal 
methods of referral, such as friends or current employees, in making hiring 
decisions. Their study shows that workers hired thrcigh informal channels had 
somewhat higher productivity and required less training time than workers on 
the same job who were hired through such formal sources as the job service, 
schools, or private employment agencies. 

The referral source item on the application was used to test the effect 
of referral source on employabillty ratings. In the simulated applications, 
the following referral sources were distributed equally: 

Job service 
School counselor 
Advertisement/sign 
Unknown or no referral 
Friends/acquaintance at firm 

Tne "unknown or no referral source" was the omitted category, so all -^f the 
coefficients in table D-4 are relative to that category. Although there are 
interet^ting differential patterns in the signs of the variables across oc- 
cupations, only one of the coefficients was statistically significant. 
Finally, age had no effect in ratings except for the retail job. 



The Influences of Job ana i Characteristics on Employabillty 

J ob Characteristic s 

Characteristics of a job that might Lnfluen^ ratings are the wage rate, 
the occupation, the amount of job security, and the type of equipment with 
which the applicant would work. Hypotheses are that the higher the starting 
wage, the more care will be exercised in hiring (i.e., the lower the rating)* 
Also, the more job security (as measured by the dif f iculty-of-f iring variable) 
and the more expensive the equipment to be used on the job, the more negative 
the rating will be. 
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Thi* results of testing these hypotheses are somewhat mixed (see la^le 
D-7). For those not eligible for TJTC, the wage had the expected negative 
effect on hiring priority ratings for the clerical jobs, but had a positive 
effect o'^ ratings for machine trades Jobs. For those eligible for TJTC, wage 
had a statistically significant negative effect on ratings for clerical jobs, 
but a nonsignificant positive effect on ratings for retail jobs and close to 
no effect on ratings for machine trades jobs. The variable dealing with 
difficulty of dismissal had the expected effect on the ratings of applicants 
for machine trade jobs, but had an effect that was opposite of what was 
expected for the retail applicants. 

A possible explanation for the findings regarding sales jobs is the 
extent to which commissions are used. If commissions account for most retail 
compensation, the employer would not need to dismiss less-productive employ- 
ees, for their lower sales would automatically result in lower compensation. 

Firm Characteristics 

The estimates of the marginal effects of the characteristics of the firm 
are presented in table D-8» Most of the results confirmed prior expectations. 
Size of the establishment did not have statistically significant effects on 
the ratings. 

Because all job applicants were young, a variable measuring the percen- 
tage of the firm*s work force that was under age 25 was included in the model. 
It was hypothesized that firms that hire many workers under the age of 25 
would tend to rate young job applicants (such as those presented by the simu- 
lated job applicants) higher than other firms. This hypothesis was supported 
by the results. The average marginal effect for the sample (.12) translates 
into an applicant receiving a 7-point higher rating at a firm where 50 percent 
ot the work force was under age 25, than at a firm where only 10 percent of 
the employees were under age 25. 

Whether or not a firm has a formal probationary period and what the 
length of such a period is if it does have cne, may affect the care that 
raters exercise in assessing applicants. If there is a formal probationary 
period, employers ca.i accept more risk and thus ratings may be higher. As the 
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TABLE D«8 

MARGINAL ErFECTS OF FIRM CHARACTER I ST iCS ON EMPLOYABI L ITY RATINGS 



Full Clerical Retail Machine Trades 

App I Icants 



^^^^^^^Q Sample AppI icants AppI Ic ants 

Log estab llshnwnt employment ,12 ,30 1.1 7 



Percentage of reasonably 

wel l-qual If led applicants .1^*** .15*** .02 



® Categorical variable from small to large. 

* Significant at < .10 level. 
Significant at < .05 level. 
Significant at < .01 level. 



- .70 
,09* 

88 - 3.09 



Percentage of work force 

under age 25 .W*** ,06 .la 

Firm has no formal 

probationary period - 5,28*** -10.61*** 

Length of formal pro- 
bationary period (weeks) - ,06 - .21 - .47 - .C4 

New hire rate .16 .41»*» .o04 .25** 

Percentage of time re- 
ceiving specific training .027 .005 - .022 .033 

Percentage of time re- 

celving general training - ,004 .013 - .028 • ,00Q 

Number of competing 

firms In area^ - 2.18** - 7.72*** -10.04*** .81 

Percentage of new hires 

separated within 2 ye^rs .73*** 1.25*** ] .19** .40 



.17* 
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probationary pt?riod longthens, the firm^s investment In the new hire in- 
creases, and so higher standards should be used; that is, the sign of the 
raar^itial effect of the length of the probationary should be negative. Having; 
no formal probationary period was negative and significant both for the cleri- 
cal sample and for the equation estimated over the total sample. That is, 
having no formal probationary period seemed to cause employers to become more 
selective. As anticipated, the sign of the length of the formal probation- 
ary period coefficient was negative (although not significant) in these 
equa t ions • 

Firms with high new hire and quit rates will typically choose not to be 
as selective as firms with low rates of turnover. If the expected tenure is 
short, it does not pay to invest heavily in selecting new employees, so hiring 
standards tend to be lower. Firms that must hire large numbers of new employ- 
ees often find they are forced to set lower hiring standards. High turnover 
rates may also be a consequence of a lack of hiring selectivity. These hypo- 
theses were supported by the significant positive coefficients on the new hire 
rate and the separation rate. 

Respondents were asked how many other companies in the local area used 
the general skills required in the specified job. Barron and Bishop (1983) 
found this variable to be positively related to the extent of employer's 
search f o - new employees (e.g., the number of applicants interviewed before 
selecting a new employee). The explanation for this finding is that it pays 
to engage in a more extensive search if there is a prospect of finding an 
applicant who already is experienced and skilled in the type of work to be 
done. If no other firms in the area have similar jobs, the employer will not 
attempt to seek out an already experienced worker and will instead seek some- 
one who can learn the job quickly. This leads one to expect a negative as- 
sociation between the number of other firms with similar jobs and the racings 
assigned to inexperienced workers (such as those described on the simulated 
job applications). This hypothesis is strongly supported for clerical and 
retail jobs, as well as for the full sample. 

Influence of the Rater Characteristics 

The final group of variables that was included in the model incorporated 
^lersona] characteristics of the individual respondents (see table D-9). The 
data that were gathered included the following covariates: 
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TABLE 0-9 

MARGINAL EFFlCTS OF RATER CHARACTERISTICS ON EMPLOYABl L ITY 



Variable 


Total 
Samp 1 e 


C I ar I r A 1 
App 1 Icants 


AppI Icants 


Machine irades 
AppI Icants 


Sex (1* male) 


1.43 


.04 


- 3.55 


4.56** 


Race (1 -black) 


5.19** 


.08 


10.03* 


6.47 


Member of personnel staff 


- .67 


- 4.72*** 


1 *04 


2.39 


Hiring authority 


- 2.30 


- 1.95 


- .01 


- 5.27* 


Firing authority 


- .68 


.26 


- 2.67 


- 2.35 


Age® 


•44 


- 1.52 


5.17*** 


.66 


Education* 


.79*' 


i.n*» 


- .87 


.73 


Years participated In 
hiring In any firm 




.40*** 


.08 


.16 


® Categorical variable ranging 


from smal lest 


to largest. 







* significant at < .10 level. 
'* Significant at < .05 level. 
^* Significant at < .01 level. 
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• Age (less than 30, 30-44, 45-34, 35+) 

• Education 

• Sex 

• Race 

• Position in the fira 

• Job duties 

• Hiring authority 

• Firing authority 

• Tenure in job 

• Tenure in establishment 

• Hiring experience in any job 

The race of the respondent had a significant positive effect on ratings 
in the full sample and in the retail applicant subsample. The sign of the 
effect was positive for all occupations. This tends to confirm prior evidence 
that blacks rate applicants higher than whites (the applicants were supposed 
to be of the same race, although it was not specified). If the indi-'^Uual had 
full or shared responsibility for hiring staff then tougher standards were 
applied, as might be expected* Firing authority, did not seem to have a sig- 
nificant impact on the ratings. The age of the rater had a positive et/ect on 
the employability ratings in the retail sample, whereas years participating in 
hiring processes (presumably highly correlated with age) had a significant 
positive effect for clerical applicants and in the full sample. The educa- 
tional attainment of the raters had a significantly positive effect on em- 
ployability assessments in the full sample and in the clerical subsample. The 
sex of the rater apparently influenced ratings fc - machine trades applicants 
(males rated applicants higher) . 
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